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s object of this book is to provide a statement of the 
iing ideas of modem Economic Science m terms that 
L bo easily understood by Indian students. The study 
Economics in India is rendered unnecessarily difficult 
the fact that in its early stages there is so httle common 
und between the student and his text-books the 
jwledge of western industrial life whicJi western text;-.^ 
jks assume is not possessed by the student, and the 
istrations consequently in many oases only increase 
5 difficulty which they are intended to remove. I hope 
it the study of the science, which is of such vital impor- 
ice to the future of India, will be facihtated if its leadmg 
ias can be apprehended m the first place m terms of' 

3 Indian field and market-place. 

The book is designed to serve as an introduction to the 
•ger text-books and the classical writers, and the mala 
.es c{f its construction are therefore fixed In one respect, 
wover, I have ventured to depart from It"' ' 

B be seen that while the factors of productK^' “ ^ &t fiist 
sated m the traditional order (Land, Labour and Capital), 
is order is altered m the section dealing with Distribution, 
le chief consideration that has led to this change is the 
fportance of laymg stress on the fundamental unity of 
[e science, and of showing that a thorough study of the 


PREFACE 


vi 

equilibrium between supply and demand is as essential 
to a mastery of the problems 'of Distiibution as of the 
problems of Value m connection with which it first appears. 
Now it IB not easy to present this fundamental unity if 
the traditional order is followed the student comes first 
to the subject of rent, with all the comphoations ansmg 
from the special features of land, and when he passes on 
to wages, his attention is dnected to the particular features 
of that branch of the subject It seems to me that — at 
least m the present state of development of the Indian 
markets — ^the object m view can best be attamed by 
beginnmg with the subject of interest, where the funda- 
mental unity IS most easily seen, and passmg thence to 
those subjects where other factors m the problem become 
of relatively grMiter importance. 

It may perhaps savour of presumption if one who has 
no practical experience m teaching ofiers suggestions as 
to the manner m which the science should be taught 
But, hke other employers, I have been forced by expen- 
ence to realise that to a large proportion of Indian 
students of Economics the science is purely abstract, and 
bears very httle relation to the fkcts of Indian hfe I 
venture, therefore, to suggest that, particularly in the 
early stages of the course, stress should be laid on the 
concrete mterest of the science, and that students should 
be provided with opportunities for observing economic 
facts for themselves, whether m the form of pnce-hsts, 
market-reports, and selected statistics, or of facilities for 
seemg how productio’vw actually organised m the neigh- 
bourhood of their V. ^ They will thus be helped to 
-realise that the science Vs out of the facts of hfe, and 
is hot a thmg to be first i. Ved and then apphed to those 
facts. ' 
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' I have to thank Mr. G. Findlay Shirras of the Indiaii 
Educational Service for many valuable suggestions regard- 
ing the chapters that deal with Distribution. 

W. H, MORELAOT- 
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CHAPTER I 


THE MEANING OP ECONOMCS 

WniJisr a student takes up a new subject he wants first of 
all to know what it is about and what is meant by the 
words which he'has to use In the case of some subjects this 
is a simple matter , the meaning of the words used m them 
is absolutely fixed, and the student begms by learnmg then 
defimtions by heart Thus, the student of geometry 
usually begins by learning the defimtions of such words 
as pomt, or hne, or circle , and when he has once learnt 
them he Imows that all thiough the course in geometry 
they have precisely the same meanmg, and that there is 
no risk of Ins being misled by a word bemg used sometimes 
m one sense and sometimes m another There are, however, 
subjects, and Economics is one, where this method is 
not apphcable, because all writers are not agreed on the 
meanmgs of the words used , the words are used m ordmary 
conversation vaguely, and with more meanings than one, 
and even when a writer defines the sense m which he mtends 
to use a word he sometimes uses it m another sense, and 
may thereby mislead his readers In studying such sub- 
jects it is necessary to examine the meanmgs which each 
writer attaches to the words used, to be constantly on the 
watch for double meanings, and to use qualifymg adjectives 
when there is any nsk of a misunderstanding. 


4 AN INTRODUGTION TO ECONOMICS 

Now the Science of Economics consists Of the study of 
t>eTawsrJflhe Sn^plioa>d Distribhlion 

of Wealth,, or, speaking populaily, how men or nation^ 
get Wealth, and what they do 'with it - Eacli onO of the 
words punted with a capital letter in tho last sentence 
needs carefuf exammation. 

Economics, tho name of the science, is formed from tho 
noun economy, which m current Enghsh use has more 
mpn-Tiings than one It is donved from tho Gieok language 
and origmally meant ‘inanagomcnt .of ^tho, household ’ , 
i^nd m jiopular use it is still closely connected with tho 
idea of household exiienditnro, smeo we speak of a person 
fependmg Ins income with prox>or economy, or being econo- 
ipical m his habits. But tho scientific use of tho word 
has developed m a different direction first it was used 
for management generally and not moiely management 
of the household, and then more definitely for tho mapa ge’ 
ment of the State Tho men who began the study of the 
. sci^ce' were chiofly mterested in findmg out tho pnnciples 
on which tho State should provide for tho production of 
wealth, and because of this fact the soienco was at first 
named Pohtioal Economy, or m other words the econom}*, 
that IB the management, of the State , but the word 
‘ political ’ itself has many meanmgs, and the shorter name 
Economics has gradually boon adopted m its place Econo-^ 
mics has nothing whatever to do with being economical , 
we may praise a man for avoiding waste, that is, for being 
economical, but the science of il^onomics has nothing to 
do with praise or with blame 

Next wo come to the word Law This has two principal 
. meanings which can he distinguished quite cleaily, but over 
and over agam people have confused them , and students 
beginning Economics should stop every tune they come to 


mmma of econosugS s 

tho word and lemind tJiemsolves of the sobbc in m Wch i(> is 
used, Ija oj-dmary talk a Ljqv means a command addressed 

and telling, them to do, or not to 
do, somethmg , add Law, or Laws, mdioale a body of 
stich commands, in India those laws or commands are 
either drawn from the Sanskrit or Arabic MTitmgs, or are 
in the form of Acts jiassed byono of the Legislative Councils : 
much of a Hindu’s conduct is commanded by tho Shastras, 
wliile a Muhammadan is guided laigely by tho Koran and 
the Commentanes ; and all alike are subject to tho Indian 
Penal Code and other Acts passed by the Council 
But in science there is no idea of telluig people ivhat to 
do. ln,gcicnc o,.a La^v is siniply a statonient that 
ishldij to 1i.app(;n m carimn conditions, and ivhon wo spealc 
of the La^^s of Matter, or of Motion, oi of Economics, or 
of Political Science, wo are roferrmg to tho conclusions that 
have been drawn from experience os to what is Ekoly to 
happen when certam conditions exist.' Everybody is 
familiar in a general way with many * Laivs ’ m this sense 
of the w'ord ; it is common Icnowlodge for instance that 
water wdll floiv downlull ; and the physical sciences are 
usually based on those general laws, wliich are developed 
and made definite as the result of successive exponments, 
and of argument as to the meanmg of the eiqieriments, 
until a large body of conclusions has been drawn as to what 
will happen in very vanous conditions^ Thus wn now 
know, not only that w'-ater wall flow downhill, but the rate 
at which it will flow down a slope of any given steeiiness, 

- the size of an embankment required to prevent it fiownig, 
and many other conclusions, with the aid of which engmeers 
are able to construct drainage-schemes or irrigation-canals, 
and to' supply towns and cities with pure water drawn from 
a distant source. These ‘ laws ’ of the movement of water in 
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given conditions, which constitute the science" of hydrauhos, 
do not tell people what to do or what not to do. The 
engineer learns from them how to achieve his object, and 
m popular talk he may be said to ^ obey ’ them just as a 
man obeys the Penal Code ; but thi^ use of the ^word obey 
is figurative, and may mislead In the first case, a man 
knows what is hkely to happen and makes his plans aocord- 
mgly , m the second, he roframs from domg something 
because it is forbidden by the order of the Government, ^ 
which will punisjb. him if he disobeys. 

' Now Economics, hke the physical sciences, is based on 
the, every-day expenence of the world, and endeavours 
to state that experience m a set of conclusions which 
will show what changes in regard to wealth are hkely to 
follow from changes m the conditions under which people 
hve These conclusions are called laus, but it must be 
repeated that they do not form commands, that is, they^ 
do not tell people either how they should got wealth, or 
what they should do with it when they have got it*"' 

Theie is one obvious difference betiveen the position of - 
khe physicist and that of the econoimst The former can 
carry out experiments on a very large scale, that is, he can 
-make the conditions and see what happens, while the 
economist can very rarely experiment, but must content 
jdiunself with watchmg the changes that take place m 
conditions, and their results, and arguing as to the meanmg 
.of his observations The student of the mdvements of 
water, for instance, can make water flow down any sort 
iOf channel ho cares to construct, and can measure the 
velocity of the flow m the conditions he has produced • 
but the economist is not deahng with water or clay, but 
mth the human bemgs who produce and consume wealth, 
he cannot make them alter their ways of workmg or of 
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MEANING OP ECONOMICS 

divmg at his pleasure, , hut only observe what happens 
.when the conditions change. It is largely owing to this 
.reason that in tKe science of Economics the conclusions 
;or *laws * are far less defiiufe, and open to many more 
exceptions than is the case in sciences where systematic 
eiqienmente are possible. It is very difficult to be sure 
that we have not overlooked some change m the conditions 
jthat has tdken place ; and even serious students may 
sthus be misled and may attiibute a result to a cause which, 

( m fact, has had little or nothmg to do with it, just because 
5 they have overlooked the true cause or causes The same 
danger of mistake is, of course, more frequently run by 
writers in the press, who in many cases have never studied 
any branch of the^subject, and may find themselves called 
on suddenly to explain changes that excite pubhc mterest, 
such as a rise m prices, or an morease m exports Much 
that IS misleading appears in the press on such subjects, 
and students will be vase not to accept everything they 
read, but to wait until their study of the laws of Economics 
enables them to draw conclusions for- themselves and to 
cnticise the conclusions drawn by others. 

It will be obvious that m order to understand these laws 
of which Ave have been speakmg, a student must knoiv a 
large number of the facts on which the laws are founded. 
Here, as we have said, he is at a disadvantage compared 
wdth 'the student of a science such as physics, who can 
satisfy himself by experiments m the laboratory that the 
laws which he is studymg really hold good The student 
of Economics has no laboratory , and he cannot as a rule 
ascertain or verify many of the facts for himself He has 
therefore to 'take them from books, and a large part 
of his studies will consist of Economic History and of 
Statistics (Economic Histog'. means, the history of the 
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production, consumptipn and distribution of wealth among 
various nations in the past , Statistics mean facts bearmg 
on the same subjects, stated m figures and ananged so as 
to show the changes that are m piogress''j But the study 
of history and statistics is made very much easier by a 
prehmmary knowledge of the chief conclusions or laws 
that have already been based on them , and so it is best 
for students' to Tiegm by acquirmg such a" Icnowledge, 
illustrated by facts already famihar to them, and then to 
study the Ian's m more detail and m the hght of history 
and statistics 

^The word Science, which we have already ,apphed to 
the subject of Economics, requires a short explanation 
Ongmally it meant simply Imowledge, but its use is now 
restricted to a certain land of knowledge, namely the 
knowledge of-some particular subject stated in the form of 
laws (m the sense which has been explamed) Thus the 
knowledge that watei runs downhill is not m itself a 
science but the science of Hydrauhcs has gradually grown 
,up as the behaviour of water m vanous conditions has 
been ascertamcd and stated m more oi less definite terms 
In the same way, there was a time when no science of 
Economics existed, simply because the facts had not been 
studied and conclusions had not been drawn • the study 
IS even now by no means complete, but it has made so much 
progress that laws or conclusions have been drau’n dealing '' 
with most of the more important facts, and it can now, 
therefore, be properly described as a science.' 


CHAPTER II. 

THE MEANING OE WEALTH, AND VALUE 

We have now to explain the meaning winch is attached to 
<the word Wealth, the subject-matler of our science This 
word, like most of those which we have to use, is commonly 
employed in ordinary language, and as was said in the last 
chapter, wo have to be careful that whenever we use it 
we use it m a definite sense. Wlien in ordinary talk we 
sjieak of a man's wealth, ve probably think first of all of 
the thmgs which vo Imow he owns : his land and houses : 
his carriages, horses, elephants and motor cars : his gold, 
silver and jewels ; his money lent to Government or to 
pnvate persons, or invested in railways or factories, or in 
coal-mines or other mdustries If we want to compare 
the wealth of tno men, it is things Idee these which we take 
into accoimt • only in order to make the comparison we 
think of the" total inonoy-value of such thmgs, and say 
"“that one man’s wealth is so many rupees or so many lakhs, 
and that another’s is so many rupees or so many lakhs 
more or less 

’ Now the tilings which we have named, and the vanous 
other thuigs which we speak of as wealth, are at first sight 
very different from each other but if we class them in 
ordinary tallc under the single word wealth, it means that 
they have all some important quality m common, and to 
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make sxixo what wo moan by wealth \vo have to find out 
what tins common quality is What qualitj' is common 
to land, and elephants, and diamonds, and Government 
paper, and the other things that wo speak of as wealth t 
The ansner is that they are all thmga which wo should like 
to possess for ourselves 

It IS true that in most countries persons will ho found 
who do not wish to have such possessions of Iheir onm, 
and the number of such persons is probably larger m India 
than in Europe, because of the tondonej’^ to adopt an ascolio 
way of life , the smeoro sannyasi or fahr is distinguished 
from the rest of us mainly by the fact that ho does “not want 
to possess Ihmgs of the lands winch wo have named. , But 
oven in India smccio ascetics form only a very small pro- 
portion of the population, and leaving them out of account 
it is correct to say that oidinary people w’ant to possess the 
same lands of thmgs, and that among the things they want 
are those W'hioh W'e are discussing. 

We may say then that all the things of winch w o usually 
thmk when w^e apeak of wealth are dmrabh, that is to say, 
they are thmgs which ordinary peojile'^ohld like to have 
But while all the things wo speak of as w^ealth arc desirable, 
all desirable tilings are not spoken of os wealth. Family 
afiection and fnondsbips for mstance are desnable things, 
but we should never speak of them ns part of a "person’s 
w'ealth , nor indeed would it be possible for us to do so if 
as IS usual wo reckon the vanous items of w’calth at their 
money-value, for w e cannot assign a money-value to sucli 
possessions, much as w'o may desuo them Most of us 
agam desire such things as good health or skill at games, 
but ^ey are certainly not wealth in the ordinary sense of 
the word In ordei then to settle the meanmg of the 
term w'ealth as ordmanly used, wo have to see what 
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kinds of desirable things it includes, and what kinds it 
excludes 

Desirable things can be classified in various ways One 
obvious distinction is between those that are material, 
that IS to say, thbse that we can see and handle, and those “ 
that are non-material and so cannot be recognised by 
our senses of sight and touch The thing s which we have 
enumerated at the beginning of this chapter are aU material 
and it IS correct to say that most matoial desirable Jhmgs 
’ ^’e mcluj^d in^the ordinary use of the term,wealth Ncgi- 
m^tenaL desirable, things^ are of two ^kmds One land, 
winch may bo caUod mtemal, includes such things as 
good heaJ^th,.osjibihty,m busmess, or slaH m a profession , 
such quahties may be employed m order to obtam material 
thmgs, but m ordmary talk we do not count them as wealth 
though they may be employed as sources of wealth. The 
second land of non-matenal thmgs may.be called external . 
they are not quahties of the person himself, like skill or 
aKflity, but anse out of his relations with other people 
TEe^^commonest example of them is what is spoken of 
variously as ‘ good-will ’ or ‘ pracrice ’ A successful shop- 
keeper who wishes to sell lus busmess will charge not only 
the price of his stock of thmgs for sale, and of his shop (if 
he owns it) , he charges sometliing more for ‘ good-will ’ 
Th e buyer will pay for this because he knows that he is 
more hkely to .succeed m cariymg on a shop with a reputa- 
tion already made, where people are accustomed to deal, 
than if he opfens a new shop and has to persuade people 
to oome and deal there . the ‘ good-will ’ of the shop is 
^m fact a desirable thing, and he is wiUmg to pay somethmg 
for it. This fact explains why in some towns it is quite 
, rare to find a trader or shopkeeper doing busmess under 
' his own name : the firm may have changed hands several 
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txmos, but the names of the ongmal o^vners are retained 
in order that the old reputation of the firm may not be lost. 
In the same way a successful doctor or dentist can seE his 
* practice ’ as it is oaUed in this case , that is, some other 
doctor or dentist wiE pay him money m order to succeed 
him-and have a chance of treatmg the patieni® who would 
have come to bfm We do not perhaps hear much of 
‘good-wiE’ or ‘practice’ in ordmary talk, but among 
business or professional men the tlung is very real, and 
its value IS taken mto account m considering the wealth 
of a person or a firm 

J Jh ordmary talk then, we mean by wealth most desirable 
ihmgs that are matenal, and a few that_are non-matenal 
^nd external, such as practice and good-v^ Wo say 
^ost thmgs that are material, because some classes of 
these are commonly excluded. Thmgs hke good roads 
or a weE-dramed town, aie clearly desirable, but though 
they are great convemences to an mdividual w^e do not, as 
a mattei of fact, regard them as part of his wealth Wo; 
limit the use of the word to thmgs which a man can soE,^ 
or give away , and if we want to know whether a thmg isj 
classed as a man’s wealth or not, the simplest test is to s'eo] 
if he can sell it or transfer it to some one else *4^ 

This then is the ordmary meanmg of the •\vor3. Wealth. 
Wiiters on Economics have defined its meanmg for* their, 
own purposes m vanous ways, and the* word does not 
mclude exactly the same thmgs m all books on the subject 
students. have therefore to be careful tKat they understand 
the meaning adopted m each book which they read But 
modem English writers as a ml© aim at namg the word as 
nearly as possible m its ordmary meaning,- and foEow- 
ing this. practice we shaE use it m the sense e:|^lamed 
above. 
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For some purposes, economists have to consider the wealth 
of a nation or a oommunity as distmcfe from 'the wealth 
of the -individuals of vhioh it is composed. ( The wealth o f 
gratly th€L.totaI 

viduals, and secondly a variety of thmgs wliich are not 
Counted as individual wealth. H w"e"l mow"tlr^ 

- in^viduaKlFis'm ereiK 

of aritlimotic to asoertaia the tot al ; the difficulty of inaldng 
the calculation lies in finding out^th^ amoirnt of the wealth 
of the individuals, and tins diJfl cuJti^,3aielt-E ery._sBnously- 
in a large number of ecSnomic inveaH^atinTifl ^ The student 
irowover will not feel this difficulty until he has advanced 
sufficiently far to think of undertaking such investigations 
for himself, and in the early stages it is enough for him to 
Imow that this difficulty exrsts, and that the accurate 
calculation of the wealth of any large niunber of individuals 
requires a great deal of labour as well as a tramed and 
acute judgment.lC^ Tho se cond group of things which are 
' i ncluded in national weaitEnSir^’thdse which af^he.nronOT^ 
of tfi'e ‘n ation as a whole or of some subdivision of it. and 
not of 'its members _ This grQUp .jncIudeELjaucli 

things as railway s and canals owned bv the State, public " 
buildings I thn matorjaL eqiiipmflnt. .rfiaiiired.j£Qr the«» 

wo rk of Government, ivhether it he the store of gold and 
siTvcOiSeld lby iSie^^ or things .hke jccuijldpajj^^ 

yiParTgcSes. I n add ition to such mate r ial thin gs, some 

such as the organisation-.>of .- Government . } Here 
„ POlAhe “exactlSmite national wealth are not at first of 

, much practical importance to the student . the important 
' point is that when he reads anythmg on the subject he 
should make quite certain what elements that particular 
writer includes m the term' , 
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FurUior, a consideral>le /proportion of -the rational Trealth 
m ay be made ttp of things o^ned coHeetiively by portions 
^(Tlho nation rather than by the nation as a whole Thus, 
Rf an economist should attempt to' caloulate tlie wealth of 
lOhdin, he wuld have to reckon, first the wealth of aJL tibfl 
mdmdoal inhabitants^ then the wealth owned by the 
Oova nmont of Indt^^ t hen the wealth of each •provincial 
Gi^emmeni^l ? and i^en the wealtl ^ of local Jm diasjauoh-aig 
I di^cfcor'iniJ^cipalboani^ andeyi^fjahaga;^^ 

' m places where these have a recognised lesfal positipn .j«Dd 
1 possess wealth of their Q^vp ^ The provmces, for mstance, 
|m\Ti roads and bndgea and embanlonents, as well as 
* buildings for various purposes • municipal boards own 
streets and drams and lamps, and may own waterworks oi 
trainu ays or other undertalongs • the district or local board 
owns roads and bridges, or schools and dispensaries . while 
men a village panchayat may owm wells or tanks or drama 
All such thmga form part of the wealth of the nation Id 
the same w’ay account must be taken of all wealth owned 
by other public or private bodies , property belonging tc 
a temple or a mosque, or mvned by a charitable committee, 
or by the goverumg body of a college, is all part of the \voalth 
of the nation. 

Lastly, in reckoning tho wealth of either an individual 
or a community care must be taken to deduct th e_p* Vut 
o f h is or its .debts Thus, if a landholder ha**"""" 
avHlSpT^veTmTst not mclude m his wealth . 
of the village, but must deduct tho amount of thv>.>!'^5^(^d 
So if a muQigip.alJ b.oaTd has borroi7ed i „mo?;»ov to co^tu t 
;^teriKorlmp.^hjljimftQntLj?tjd^ mm ^LJio . deduQt^ 

in tho same wav a nntio:fi 
mu »»t allow for the mone y it, has. 
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Eltiougli bas now been, said to mdicato iii general tenns 
the meaning that is attached lo the word wealth ; but 
.students must bo careful not lo think that they understand 
it merely because thoyTiave read so far. In this case, as 
with almost all the words wo shall have to explain, it is not 
enough to learn a definition by heart : we must reahso 
what it really means, and it is an excellent practice to test 
our laiowlcdge of it by applying it lo tilings that we see 
in the course of our daily life. For instance, a student 
MTiIking to college lu the morning may ask himself : Are 
the roadade trees wealth * and whose wealth ^ Is the 
mission-church wealth ? and whoso wealth * Is the 
foimtam ivcalth ? and whoso wealth ? Is the college 
hockey-ground wealth ? and whoso wealth * Discussion 
"bf questions such as these in the light of whatever definition 
of wealth is used m their text boolcs will soon famihariso 
students ivith the idea in a way that no study of the books 
’ themselves can be expected to do 

The word \*aluo is closely connected with the idea of 
wealth, and its meaning must be indicated at this point 
Tins word again is in ordinary talk used vaguely , when we 
speak of something as ‘ valuable * or * of great value ’ we 
are usually xeferriiig to some standard or ideal and prais- 
ing the tiling because it comes near to our ideal In 
Economics the word makes no such implied -reference, 
but is used in a defimto sense which must he clearly under- 
stood. 

We start with the fact that people constantly exchange 
portions of wealth for one another, and the Valued of a thmg 

* Some wnters distingmsli two senses of tbo word, called, * Value 
m Exchange/ and ‘Value in 'Use’ In tlieso writers ‘Value m 
Exchange’ has the meaning assigned in the text to ‘Value,’ while 
‘Value in Use ’.means what we shall speak of later on as ‘ Utility ’ 

f' 
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means simply the quantity of l>onio other thing for whioh 
it IS exchanged Thus Value is a lelattvo term, and implies 
that one thmg is compared to niiolhor ; if fUoie wei-o only 
one thiug in the world, the idea of value could not exist 
because no exchange would bo possible For uistance» 
a cultivator who wants a scr of ghi ma}* obtain it by buying 
it at a shop, or, ho may get it from a neighbour in oxobango 
for say sixteen scrs of ivheat If the two agree on this 
rate of exchange, then, so far astliattransactionisconeemctl, 
the value of one sor of gin is sixteen sers of wheat, and the 
value of one ser of wheat is ono-sixteenth of a sor of glii. 
These are not two facts, hut merely different ways of 
statmg the same fact, namely the relation in regard to 
value that exists at that moment and in that place between 
wheat and gin If the cultivator takes the other course 
that 18 open to him and buys a sor of gin at a shop for ono 
rupee, then uo may say either that the value of a sor of 
gin is one rupee, or that the value of a rupee is ono soi of ghi ’ 
the two statements mean exactly the same thing 
All nations have found it convenient to make use of a 
single article, or a small number of articles, as money ; and 
the word Pnee is simply a short way of expressing the value 
of a thing ^ terms of money to say ‘ the pneo of gin is 
^ precisely the some as to say ‘ the 
value of one ser of ghi is ono rupee * The subject of Money 
will require much study at a later stage, but for tho present 
we accept its existence as a fact, and u e use it, as wo have 
already said, to measure tho amount of wealth ; avo take 
each item of ivealth at its price, that is, at its value expressed 
m money, and add up these prices or values so as to get 
the total value of all the items 



CHAPTER in. 


THE MEAHINC OF PRODUOTIOH AND 
CONSUMPTION. 

<We have now seen what is meant by the term Wealth, the ‘ 
subject-matter of Economics , it uioludes most material 
things, and ako a fevi^non-material things, such ^.prdmary 
peojile would hke to possess for thomselve,s, and which they 
can transfor^tp^pthers^ The Laws of the science lelaitmg 
' to it are usually studied in three mam groups, which deal 
, ivith the Production, Consumption and Distnbution of ’ 
” wealth. » 

^ Trod nction mems the study^of the way m wh ich w ealth 
bec omes available , for jise Consumption is just the 
' opposite of Production, and means the study_pf ^e way 
in which wealth is used up and ceases ^to be available. 
Distribution deals vnth the way in which wealth comes 
into the possession of particular people or groups of peopled; 

' It is necessary for-students to take up one branch of the 
subject at a tunc, but it is most important that m domg 
so they should not forget the ei^tence of the other branches. 
When studying Production, for instance, it is necessary 
‘ to remember that the production of wealth is not a tlung 
by itself : wealth is produced by men m^order that they 
, may consume either the wealth which, they produce or 
else other thmgs for which they exchange it. " So m studymg 
‘ ' ' B 
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j 

Consmnption wo must not forgot that most of tho mon 
who consume are also producers, and that their consumption 
must depend largely on what they can produce 

The fbrat t-hing is to make quite sure what happens when 
wealth IS ‘ produced ’ or ‘ consumed,’ We have seen that 
most wealth consists of material thmgs, but we must not 
t.hiTik that tho processes which we are studymg mvolve 
the pioduction or destruction of matter;^ This is an 
impossibility, as tho various physical sciences teach us • 
we can change the form or the arrangement of matter, but 
we cannot destroj’' it, nor can wo brmg new matter into 
existence Tho meaning m which the terms production 
and consumption are used will become apparent if we 
examme a few mstances 

Take, for mstance, a tailor making a coat He cuts 
from a roll of cloth pieces of the required shape and sews 
them together with thread . ho does not make the cloth 
or the thread, but he re-arranges them, and (if he 'has 
done his work properly) the purchaser obtains a comfortable 
and well-fittmg coat, which is for lum a useful thing, more 
useful than the onginal piece of cloth would be It may 
be said that though the tailor makes nothing new tho 
weaver does , but if we watch a weaver at work we shall 
see that he merely takes pieces of thread or yarn and 
re-arranges them so as to produce the cloth Tho weaver 
does riot make new matter any more than the tailor does, 
but he arranges thread or yam m such a way that it becomes 
more useful to the tailor In the some way the spinner 
merely takes 'cotton, or wool, and arranges it m the form 
of thread or yam m which it becomes useful to the weaver. 
So far, then, anyone can see for hnnselE that the spmner, 
the weaver and the tailor do just the same Innrl of worlk, 
each of them talcmg some form of matter and re-arrangmg 
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' it so as to make it more useful. The earhor stages in the 
3)rocesso3 of ijroduction are of exactly the same nature, 
but this is not so easily apparent to the student unless he 
has acquired some knowledge of the sciences" of chemistry 
and physiology, and of their ajiphcations to the arts of 
agriculture ; and, in fact, there was a time when the oulti- 
.Talor nas con'tidored to do somethmg different from the 
artisan But it is now weU Imowi that the cultivator 
can only re-arrange the matter of the soil, put the seed in 
it and apply fresh matter in the form of water or manure ; 
the plant is not now matter, but is built up from the gases 
present m the air, and from the water and othei matter 
present in the soil Thus the cotton-fibre from which the 
spmnor makes j’arn is not new matter produced by the 
cultivator, but is built up from the air and water and soil, 
and the, cultivator’s work consists in makmg these more 
useful to the spinner, just as the spmnor m his turn 'is 
making things useful for the iveaver In the same way 
the wool that grows on a sheep’s back is not new matter, 
but IS formed from the food which the sheep has eaten, and 
that food IS formed from the sod and the air exactly m the 
same way as the cotton-plante are formed The shepherd 
who rears the sheep thereby makes the transformation 
possible from matter in the form of gi’ass and herbs to 
matter in the foim of wool, that is, into something more 
useful to the spmner 

Everyone, then, who is concerned m the pioduction of 
a coat, or of the materials from •which it is made, takes his 
part in rendermg some portion of matter more useful for 
the purpose In this connection the word ‘ useful ’ means 
the same t hing as ‘ desirable,’ both ahke mdicatmg that 
some want is satisfied and all the workers to whom we 
have referred are thus producers of some matenal desirable 
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thing, that is, of some wealth. ("The fact' is conunoMy - 
expressed m the phrase that man produces nqt^ matter 
the word utility IS, of couirae, closely connected . 
m nngpn and m meanmg mth the word ‘ usefuL’Ji 
If we examme other forms of production, we shall see 
that m their case also what is produced is not new matter 
but new utihties The maker of sweetmeats uses sugar 
and millc and ghi and othei materials so that the product of 
his work satisfies a particulai want or set of wants , the 
potter takes clay and shapes it m the form of plates or 
vessels , the carpenter uses wood and nails to make a box 
01 a table , and if students uoU examine from this point" 
of mew the work of all the artisans or factories with which 
they are famihar they inll see that m all coses the nature 
of the process is the same • existmg matter is transformed 
and re-arranged so that it becomes more adapted to meet^ 
some particular want, or, in other ivords, so as to morease 
its utihty, I , 

Staled in this way, the conclusion will probably appear 
to be obvious , and when it has been thoroughly grasped 
the student mU have no difficulty in seemg that the word 
Consumption denotes processes of exactly the opposite 
kmd vMen_ do not consume matter, but onlv utihties , 

present ' m tie jvrorld 
is not dimmished by the act of consumption, but some of 
that it IS no longer capable of satisfymg 
a particular ^want Thus, when a man eats sweeffieats, 
his desire for them is satisfied by the process -of eatmg ; 
the matter of which the sweetmeats are composed is riot 
lost, but (as the study of physiology shows) it is used up 
.in the body and eventually returns to. the air, the water 
or the soil, the sources from which it was originally drawn. 
Or when a mari^hghts a fire to warm himself or cook his 
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- food, his ^yant for hoat is saiasfied by the fire, but at the 
same time the matter formmg tho wood is dispersed into 
tho air as smoko or st6am, or left m the form of ashes, and 
IS now no longer capable of satisfymg a Avant for heat 
There is one distinction among methods of consumption 
Mhich is of some practical interest In the cases wo have 
stated the' utility is destroyed in a smgle operation, by 
catmg tho siveotmcats or bunimg the wood, but apart 
from food and fuel, most foms of wealth may he used for 
a considoiablo time, and their utihty is only gradually 
consumed A coat, for instance, may be ivom for many 
months, and continues to satisfy a want the whole time 
it IS worn , but it will not last for over The cloth of 
Avhich it is made gradually becomes thinner until holes 
begin to appear, and then tho coat is worn out, that is, 
its utility IS consumed. A watch should lost far longer 
than a coat, and will satisfy its onmer's wmit whenever 
he wants to Imow the time ; but eventually it will cease 
to show the time correctly, and then its utahty is exhausted. 
A few lands of wealth last so long that their utihty appears 

-to be mdestractible ; golden ornaments or diamonds may 
thus satisfy tho wants of many successive generations of 
owners. It is probable that even such things wear out m 
tho end, but we may say that articles of wealth are of all 
kinds, from those that are consumed in a smgle use to those 
that, Aihen once they have been obtamed, continue to 
satisfy a want for an indefimte penod, 

’ Noav a large part of the life of all ordinary men is spent 
in producing and consummg utihties, that is to say, m 
producing ivealth to satisfy their wants and in chnsimung 
W'ealthjui the satisfymg of those wants. When, therefore, 
we are studymg the production and consumption of ivealth, 
we are at the same tune studymg a large part of the hves 
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of men 'As Marshall says,' “Economics is a study of 
mankmd in the ordmary business of life , it oxammes that 
part of individual and social action mIiicIi is most closely 
connected with the attainment and nith the use of the 
material requisites of well-being Huts it is on the ono 
side a study of wealth, and on the other, and more important 
side, a pait of the study of man It follows that the 
science may be dehned m more ■n'aj's than ono Tbo oarher 
ivriters defined it m the uay mentioned in Chapter I , as 
the study of Wealth , ivhile the quotation ]ust given js 
equally a definition from the other point of vieu 
There is no contradicljon bctucon those definitions, 
because wealtli itself is a thing that can only bo dofiiiod 
with reference to man Wealth consists, as wo have seen, 
of desirable things, that is, of things uhicli orebnary men 
would hke to have, and wo cannot think of wealth without 
fiist thmlong of men, because wealth is made up of things 
mat men w'ant Tins fact is nnportcint in classifying 
Economics among the sciences Those sciences which arc 
ca e physical in the broad sense are independent of t«ho 
emstenco of manlimd , to toko our former lUustiation, if 
there were no men in the woild the laws of hydraulics 
Avould stiU bo tiuo, water would flow dowmlull, and so on. 
Eut the sciences classed as moral (Economics, Ethics, 
o ics, e ), assume the existence of men as wo know 

^ ^ actions from various pomto of view , 

^l!rTr T to ‘hoso 

MfaoM which to repeat Marehall's phiese, nro "niOTt 

toSml the use ef the 

»* '^U-bemg.” that ivith the pro- 
auction and consumption of wealth \ 

' Principles of Economics, 1, u l. 


CHAPTER IV. 


solves ASSUMPTIONS 

This study of wealth, which is also tho study of a large 
jiart of human life, is not an easy oi a simple thing, booauso 
bfe itself is not simple j we have to approach it by degrees, 
and to simplify the early stages as mueh ns possible In 
order to do this, wo make certain assumptions, the effect 
of which is to limit tho extent of the subject ; at a later 
stage, when we have mastered tho subject withm these 
limits, we can go bejmnd them and extend our Imowledge 
further In this chapter we shall oxplam some assumptions 
that we find it convement to make, and students must 
remember that those assumptions hold good throughout 
this work ; they must not thmk that the same assumptions 
are made by all ivnters on Economics, but they must be 
careful to note the assumptions that each writer makes, so 
that they may bo sure what he is writmg about 
In the first place, we are considering ordmary men and 
women. We are not limiting our attention to people of 
any particular race ; we recognise that one race differs m 
many respects from another, but we confine our attention 
mainly to the pomts m which they do not differ. Different 
races, for instance, want different kinds of food ; some races 
want meat and others do not ; we are at present concerned 
not with these differences of detail but with the mam fact 
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that people of all races ^^ant food Different races again 
have different x^ays of onjo'^ing or amusing thoinsolvos j 
we are concerned only Mith the fact" that all races want 
enjoyment or amnsomont in some form of other When ' 
we want to lUustrale or explain particular features of human 
life, wo shall as a rule take oui illustrations from those 
races which are familiar to our readers, that is, from the 
races mhabitmg Northern India , this does not moan that 
we are considermg only those races, but that wo airo using 
them as illustrations of human life in general. ^ 

In the second placo, wo assume that- the human race 
18 grouped m nations or states mih organised governments. 
This 13 the case over much the most important part of the 
world, and we leave out of account those parts of it M'horo 
there is no effective government, and where people can 
steal and cheat without fear of the pohco or of the lav 
courts Govemmonts arc of many different kinds, but wo 
are not at present concoincd with those differences ; their 
common feature is that tho ordinary man is allow'od to hold 
property, that is, to own w’oalth for himsolf, and that ho 
can claim the protection of tho police and the courts against 
persons who tiy to deprive him of lus property. 

In the third placo, we assume that the people are living 
m a condition which wo shall describe os Industrial I?reedom : 
this means that ordmary persons are free to choose 'the 
way m which they shall produce w^ealth and to decide on 
the manner m which they shall consume it. This freedom^ 
IS not supposed to be unlimited, because all governments 
^ restnet it to a greater or less extent, but the restrictions 
are exceptional and 'freedom is the rule Thus, m India, 
a man is free to mak^ his hvmg by cultivatmg tho land, or 
'by working as a labourer, or by keepmg a shop, or m 
vanons other ways ; ho is not bound to work for a defimte 
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wage, but is free to lake the bigbesfc wage he can get , nor 
is ho bound to soli or to buy anything for a fixed pnee, but 
can buy or sell what ho likes if he can agree on a pnee vnth 
the other party to the transaction. 

Thoie are restrictions on this freedom m India as else- 
where ".No one, for instance, may distil spirits, or sell 
opium, or buy fire-aims, or do vanous other things, without 
special pennisslon from government • or again, some 
professions, such as that of a pleader, can be practised 
only by those who have undergone a special trainnig' 
Such restrictions as those have to be borne in mmd when 
w 0 ate considering any of the special trades, or occupations, 
or professions, that they affect ; but after counting up all 
the reslrictions that exist, no can see that they make httle 
difference to the economic hfe of the country taken as a 
whole, and that it is safe to leave them out of account 
•when V e are doalmg with the main course of business, the 
- production and consumption of food, and clothes, and houses, 
and the like. 

One restnetion of great imiioitanco to our subject is 
found m the laws in force m most parts of India which limit 
the freedom of the landholder m ejectmg his tenants and 
in enhancmg their rWt ’ This restriction will be considered 
in Book V. - 

Apart from interference by government. Industrial 
Preedom may be limited m practice by the customs and 
the viev s of vanous classes of the people , such himtations 
can sometimes be neglected, -while at other times special 
allowance must be made for them In India we have to 
allow m this way for the existence of the system of Caste, 
which' has an important influence on the daily busmess of 
a large part of the population 

- In the fourth place, we assume for the purposes of this 
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work that money does not alter m purchojbing power. Wo 
take tho existence of corns, such os the sovereign and tho 
rupee, as a fact, and no assume that ‘^^o can measure tho 
value of other Hungs by tho number of sovereigns or ntpees 
nluch they cost, in exaoth’ tho same ■\>a3' as wo measure 
M eight m maunds and sers, or length in feet and inches 
Tins is tho V ay m ivhich oidinatj^ people do in fact regal'd 
money, and the need for statmg it as an assumption will 
not at first be obvious , but later in their course students 
ivill find that tho assumption is not cntirclj' in accoidanco 
w ith tho truth, and that in considering economic movements 
oxtendmg over a long period it is usually necessary to 
make alJoivance for changes that have occurred during 
that penod in tho pui-chasing power of money. This 
necessity makes tho argument longer and moro complicated 
than It would bo if a rupee were a standard in the same w ay 
as a ser, and the assumption is made merely for tho sake 
o simplicity , students should remember then that the 
pumhasmg pow'er of money is assumed to be unchanged. 

In tho fifth place, w'o assume that thoze are clear dis- 
mctions betiveen thmgs where m fact tho distinctions 
are not clear. This point can best bo explained by an 
^usteation In a hockey or football match the players 
divided into two sides , no one can be in doubt for a 

eitW^on^ ^ ^ belongs , ho is 

clear distini^f** 

^vo players mto Wo separate classes But if a sohol 

bad wn t to classify the boys m Ins school as good a;nd 
bad. the distinction is not so clear , some of the boys are 

be doubtful about some, because they are m fact on the 
border-lme between the two classes L is t^fto ma W 
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He can arrange the names of the boys in order of menl, 
but the question still anscs whore m the list lie can draw 
a lino and say that all above it are good and all below it 
are bad. A good many of the distinctions that have to be 
drami in Economics are of this latter kind ; there is no 
diflicuUy in putting most tilings into one class or another, 
but some of the tlimgs arc on the boidor-hno between tivo 
cla'^ses, and their clas-sification is difficult. In this first 
' sketch M c shall as a rule neglect the things that are on the 
bordor-line, though they may bo of considerable interest 
in themsclvos. It is xiossible, for instance, to discuss at 
great length questions sucli as the exact limits of the term 
WeaUli, or of the term Cajiital, and to point to things that 
are on the border-Imc of any definition which wo may 
adopt : such discussions are of value because they help 
us to bo perfectly sure nhat our definitions mean, but they 
can most conveniently be taken at a later stage, and when 
students are beginning the science it is wisest to concontrato 
their attention on the mam facts, and not to spend much 
time in oxamming the exact limits of the distinctions that 
have to bo drawn. 

> 
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CHAPTER V. 


OHE FACTORS OF PRODTJCTION. 

We hav© seen in Chapter HI* that the expression. Production 
of Wealth means the arrangement of portions of matter 
so as to make them more useful, that is, more fit to satisfy 
some want We have now to examine the conditions under 
, which this process of re-arrangmg portions of matter is 
carried out 

Let us take a very simple ease of an mdividual who 
produces a small amount of wealth in a verj'^ primitive 
way. We w^ suppose that a man earns his hvmg by 
, gathermg grass on waste land, and that every day he carnes 
a load of grass to the market and sells it for money, which 
he spends on ids food. Such a man is producing wealth, 
because he is changing the position of some matter, that 
is of the glass, so that it will meet the wants of people 
livmg in the town, who desire to have grass to feed their 
horses or cows, and who are therefore willing to give some 
money in exchange for it : the grass on the waste land will 
not satisfy this want because there are no people there, 
and -where there are no people there can be no wants ; 
it has to be gathered and brought to a place where people 
hve, and then it becomes w'ealth because there are vauts 
which it can satisfy. In other words, the man whom we 
are considermg is producmg a new Utihiy by bringing the 
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grass from a place where it is useless to 'a place where it 
IS useful If ho spends on his food the whole of what ho 
receives for the grass, then ho is cousuraing daj' hy day 
as much wealth as ho pioduocs, and iv'hile tilings romam 
[IS they are he cmmot become ncher, that is to say, ho 
cannot accumulate any stock of w ealth 

I^t us suppose, however, that he realises that it would 
be possible foi him to hung more grass to market every 
day if he had a rcap-hook to cut it with instead of gathenng 
it by hand. Ho finds that a blacksmith will make him a 
hook for fom* annas, and he calculates that if he con save 
one jnce a day he will he able to pay for a hook after si\teen 
days. Ho decides to do tlus, and for six^tecn days he spends 
one pice less daily on lu^ food, and Tiuj's the hook at tlio 
end of tliis time Ho now finds that ho can cut more 
grass than he can carry , but that ho can carry enough to 
bring him in twice as much monoj' as before, that is to say, 
that after buyuig his food he will have something left over , 
he 18 now producing more wealtli than he needs to supply 
himself with food. 

In the present state of India, most grass-cutters would 
Xirobably he satisfied at tlus point ; they w’onld spend some 
of their income on clothes, and would ^ take occasional 
hohdays, or would buy tobacco or other luxuries , their 
income would ho larger than before, but it would still bo 
spont m 8ati8f3rmg then immediate ivants, and they would 
not accumulate any store of wealth But a far-seeing man 
may realise that ho has a-chance of becoming nchor ; ho 
may find, for instance, that he could cut enough grass in 
a day to load a pony, and that the price of this load would 
be s^oient to leave a surplus after feeding both himself and 
the pony If then he saves up the extra income which he 
IS eammg witli the aid of his hook until he can pay tho piico 
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a pony, ho ’itill (hen bo the on nor oC the ponj* as wbU 
A« Uk* hook, and ho ndl make an income substantially 
.7aJ|?f‘r thaii js required to tatisfy las daily a-anta From 
ihiiH iK'int it \%mXd bo o]>en to an enterprising man to 
adyauco j&toathiy in aecnmul&Ung wealth ; he could now 
fake a eontniet for supjdymg grass to a stable or dairy ; 
by l>Orro\nng money on the strength ot his contract ho 
' co«H bar moio ponies and hue men to work for him ; aaid 
it K coin fira bio that in preccss of time ho might becorao 
a wealthy contractor, engaged in many other produotiro 
cnterpffc-e^ 

Kow lot us examine the conditions under which such a 
ynsn w able to produco oiioiigh woilth, first to keep hunscif 
alive, fttid then to establish a protluctive enlorpriso that 
gi^e^ him an income larger than is required (o satisfy Ins 
immetiiatc ivants. In the firet place, there is tlie waste 
land %ntb gmsi* grovilng on it. If there uoio no such land 
wdthin ualkmg dislanco of the market^ ho could not. support 
himself in the way that boa been described ; and when Ins 
cnterprice cxhmds, its growth roust bo lumted by the 
amount of suitable land within bis reach. 

f3ccon<3Iy, there is the work 1.!iat he does in gathering 
or cull mg gr.sss and bringing it to iniirkot Nobody wmuld 
do this kind of work for pleasure, ho docs it because, 
though it is unpleasant, it js not so unpleasant as going 
without food. At a later stage he may pay othoi people 
to do this work for him, but the work has to bo done by 
someone if the wealth ifl to be produced, and people caimot 
be found to do it unle&s they expect to receive at least a 
portion of tho weiilth that is pioduccd 
Thirdly, there is a ‘ certain amount of existing wealth, 
which is used in producing more wealth , tho existing 
wealth 13 in this case first the roap-hook and then the pony. 

- Q 
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It is trae wo have supposed that our example starts without , 
any nvi sting wealth, but a case of this kind is exceedingly^ 
rare even in the most backward parts of India , everywhere 
we find that the grass-cutter has his hook, the potter has 
his wheel, the carpenter his tools and stock of wood , and, 
speaking generally, every producer of wealth uses some 
existmg wealth m his busmess of production, ^ 

These three conditions which we have enumerated are 
usually spoken of as the Factors of Production, and each 
IS designated by a short name, the meanmg of which must 
be clearly understood f The first Factor is called Land , , 
the second, Labour ; and the third. Capita^ 

The meanmgs attached to these names be explained 
m the chapters that follow , but it is well for students 
at this stage to examine some other productive enterprises 
with which they are famihar, and see how these factors 
enter mto each of them. In India, and m most other 
countnes, the largest share of the wealth' that is produced 
comes from the cultivation of the soil. It is obvious that 
the cultivator must have Land ; if he does not own it he 
may have to pay a considerable sum as rent in order to 
secure its possession. It is equally obvious that Labour 
18 required the cultivator spends most of his time m 
ploughmg, manurmg, hoemg, irrigating, sowmg^ and 
harvesting , and if the members of his family do not help 
in this work he has usually to pay other people to mduoe 
them to work for him Again, he needs Capital, that is, 
a stock of existmg wealth to employ in bis production he 
must have a plough and other implements , he must have 
cattle to work the implements , he must have> seed to 
put m the ground ; and he must have a stock of food to 
feed himself and his family, or to pay wages, while the 
crops he has sown are growmg and jipemng. 
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. Or take an artisan •who makes, say, brass vessels in his 
house hi the bazar. He does not, lilce the cultivator, need 
some acres of land, but still ho must have' some space to 
, work in, with room for his furnace and his lathe , that is 
to say, he must have some Jand Ho must work, and he ' 
may need to pay labourers to work with him . the furnace ‘ 
has to be managed, the moulds made, and the rough 
vessels to be turned on the lathe, jfiled and pohshed. He 
must have capital, too — ^his lathe and other tools, and the 
brass which he melts in the furnace, as well as some money 
to buy food and to pay wages 

A large factory requires exactly the same factors of 
, production, though as a rule in much larger quantities. A 
cotton-mill or a jute-mill, for instance, must have land on 
which to erect bmldings It ma3’- emploj'^ hundreds or even 
thousands of labourers ; and its capital may be worth 
several lakhs of nipees, represented jiartly by the buildings, 
engmes and machines, partly by the stores of fuel and raw 
material, and partly by the goods m process of manu- 
facture and the sums paid away m wages 
A railway may bo taken as another illustration of a pro- 
ductive enterprise It is true that people may occasionally 
bo met who argue that a railway does not add to the amount 
of wealth, but only moves wealth from place to place , but 
argument cannot be applied to wealth m the sense 
in which we are using the word Wealth consists of thmgs 
that are useful m satisfymg wants, and it is impossible to 
. contend that the ordmary wants of people can be satisfied 
by things which are not ivithin their reach. People hvmg 
in Calcutta or Lucknow who want fuel cannot be satisfied 
- by wood while it is lymg in the forests of the Himalayas, 
or by coal collected. at the mines m Bengal the wood 
or coal must be brought to the place at which the wants 
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are felt before those wants can be satisfied. A railway 
IS a productive enterpnse because it changes the position 
of matter so as to mate it capable of satisfying existing 
wants, exactly in the same way as our onginal example 
who gathers grass where it is useless and brings it to a place 
where people want it and will pay for it. Now a railway 
obviously requires the land on which it is built , it requires ’ 
the .about of large numbers of workere such as station- 
masters, clerks, engme-dnvers, guards, coohes, and so on 
and It requires a great deal of capital m the fonn of rails, 
engmes, carnages, wagons and the hke, as well as m other 
foms which need not be noticed at this stage 

+ 1 , + u ^ illustrate the statement ^ 

that aU forms of production which are of practical impor- 
nce require the three factors. Land, Labour, and Capital 

tw to make themeeiTei 

feouta, ^th the .dea by examoo.^ for tiem- 

iStai ^ ™ ‘»80ther m ^^oeesa of 
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LAND. 

The term Land, as used by economists, means something 
more than the surface of the ground which we see. Besides 
the surface it mcludes : 

(1) The minerals found below the surface, such as coal. 
Iron-ore, gold, or petroleum, as well as the underground 
water, which is by far the most important mmeral m the 
agricultural regions of India ; 

(2) the water covenng the surface, as in rivers and lakes ; 

(3) the influence on the surface of sunshme, air and rain, 
which reach it from above. 

The distinguislung feature of the things classed as land 
IS that men cannot increase their quantity No matter 
how much a landholder may want coal, he cannot produce 
from his land more coal than exists there by nature , no 
matter how much a cultivator wants sunshine or raiu, he 
has to be content with what reaches his land by the natural 
processes Some economists prefer therefore to use the 
term Nature to denote what others descnbe as Land But 
the latter tenn is more generally used, and it is probably 
the more convement ; the word Nature has many shades 
of meaning in ordinary use, while Land gives us a definite 
idea if we remember that it mcludes what is below the 
surface and what’ reaches the surface from above. 
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' The quantity of land is limited The surface of the 
Indian Empire covers one and a half milhons of square 
miles, and this could not be moreased by any means other 
than t alfing land from some adjoining country ' And all 
of this limited quantity of land is not equally useful for aU 
purposes, so that a producer wants not merely a certain 
quantity of land, but a certmn qmntity of land tn a/partiov^r 
situation Thus the artisan wants for his workshop a 
situation where ho can get his raw material easily and also 
sell his produce , m ordmary cases, that is, he wante a 
piece of land situated m a town, and not m the open country 
or on the top of a mountam For a faotory the site must 
bo convement for bnnging m raw matenal and fuel, and 
for despatching goods to purchasers in modern India 
this means that it must bo near either a navigable nver or a 
goods station , it needs also a good water-supply, and it 
must be near a town in order to be able to find a sufficient 
number of labourers A railway which is to connect two 
towns must have a strip of land extending from one town 
to the other no other land will serve its purpose. For 
the production of mmerahi, the presence of the mmer«Jls 
below the ground is not enough there must be moans of 
carrying them to places where they will meet a want , and 
minerals may he untouched for centimes until a railway 
IS made through the land where they exist Culiavators 
are no less dependent on situation than other producers , 
but there are special conditions which affect their needs, 
and these can best bo discussed separately from the needs 
of artisans and manufacturers 
Inavmg then agricultural land out of account, the 
suitabihty of land for productive puiposes depends mamly 
on its position or situation, and on the means of commumca- 
taon between it and other land Where the conditions m^e 
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a particular area specially suitable for production, there is 
not, as a. rule, room for all the people 'vrho'want a portion 
. of it, and then it is let or sold to those who will pay most 
for the privilege : and this is the chief explanation of the 
high cost of land in toivns, where land has to be measured 
by the yard rather than by the acre. 

Production (other than agricultural) is as we have seen 
largely concentrated in cities or towns, that is, in more or 
less defined areas where the houses and other buildings 
stand close together , and a short glance at the history 
of a few Indian cities and towns will enable students to 
realise the importance of situation and of facihties for 
communication. We wiU glance then at the history of 
Delhi and Kanauj, Cawnpore and E!alpi, Murshidabad and 
Calcutta : students will find it mterestmg to trace m the 
same way the story of the towns and cities with which they 
are familiar, using The. Im^penal Gazetteer of India to supply 
them with the facts 

' Delhi has been the site of a city smee the beginiung of 
history, and we do not know for certam the reasons that 
first led to the accumulation of people there It is fairly 
' safe, however, to infer that its suitabihty resulted from its 
position m regard to the Jumna, which gave an assured 
water-supply, and also a means of commumcation by boat 
— and it must be remembered that, until railways were 
built, the river-boats were of the greatest importance 
lioth for trade and for travellers. The lie of the country, 
too, is such that, an armed force can control the crossing 
of the river ; and this was always a most important matter 
so long as the land of India was m the hands of numerous 
independent kings Thus, as the Mdhdhlidratd tells, 
DelM was a capital city m the time of the Pdndavas , and 
all over the world it is true that the places chosen by fcmgs 
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blislied its capital thoro : the Muliammadatis retained it 
as- an administrative centre but did not establish a court, 
while changes in tho course of the Ganges deprived the 
city of its former advantages, and, later, tho great trade 
route established by the East Indian Railway passed at 
a distance from it. So to-day it is a small town, distm- 
guished only by the extent of ruinod buildings in its vicinity, 
and by some small handicrafts, especially scent-making, 
which have survived from tho days when it was an im- 
portant centre of industry. 

Cbwnpore has no ancient history, and in the eighteenth 
century w^as a mere viUago, Its importaheo arose with 
the increase of boat-traifio on the Ganges, as it was the 
highest point to wliich tho larger boats could usually ascend, 
and early in the nhioteonth century it was ohosrai as a 
cantonment When trade was already established, the 
railways came, and the traders were qmok to take advantage 
of them and extend their operations ; and at the same tune 
some factories were started, and their numbers have since 
increased, so that the city has become tho chief commercial 
and industrial centre in Upper liidia 

Kalpi, lymg on tho south bank of the dumna, has a much 
longer history than Cawmpore. It w-os an important 
fortress and administrative centre in Muslim times, and 
when through trade developed on the Jumna the town 
became one of tho largest ports in India, because much of 
the cotton and gram produced m Central India was brought 
to the river at tins point. As railways were constructed, 
the river lost its importance, and Kalpi sank mto insigni- 
hcance, though the trade has revived shghtly smee the 
construction of the railway from Cawnpore to Jhansi. 

' Murshidabad first rose into importance in the eighteenth 
oentoiy, when it became the seat of the government of 
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Bengal, being chosen probably because of the facilities 
for communication by nver Trade developed rapidly, 
and the city was descnbed m the middle of that century 
as being as ‘ extensive, populous and nch as the city of, 
London ’ By the end of the century its importance was 
declmmg the seat of government was transferred to 
Calcutta , the mdustnes which had been supported by the 
court diminished greatly, and trade became of httle 
importance, so that the population is now only about one- 
tenth of what it was a century ago. 

Calcutta too has a short history Its foundation dates 
from the days when the oversea trade with Europe was 
bemg established , it was chosen as the centre of this tirade 
because it lay at the highest pomt on the river to which- 
sea-gomg ships could be brought ; it grew, with the growth 
of this trade, and its importance as a trade-centre led 
to its bemg chosen as the seat of government Large 
factories came later, and now m mdustry and commerce 

ahke the city is nvalled only by Bombay m the whole of 
India , 


'^e history of these and other cities and towns of Northern 
India mdicates that the first condition for their establish- 
mont IS the possession of some advantages m the w^ay of 
commiMcations, which in the past iheant nearness to a 
navigable nver. When population began to collect at 
sue n p ace, its selection as the site of a court or centre 
of admimstiation so enlarged the market for food, clothes 

° T 1 thmgs as to attract many more inhabi- 

tants while the departure of the court mvolved a corre- 
spondmg decline In modem times railways fend to do . 

formerly done by nvers, and the new 

table pomts on the railways rather than on' the nver 
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banks. In tbo old days 'nben industries were mainly 
earned on by artisans working mdopondently, their extent 
Varied rapidly with the size of the market, artisans 
followed the court, partly becauso of the market which it 
offered, and paitly becauso of the security uhich they 
enjoyed in its neighbourhood; and when the court left 
a city, many of the artisans left it too Here too the 
conditions have changed . large factories with expensive 
buildings and heavy machinery cannot bo moved about , 
it IS now more difficult to establish industries in a new 
centre, but, on the other hand, industries when once esta- 
blished are not hkoly to suffer from political changes such 
as the movement of a capital The}' must m a lule be 
established m places where labourers can bo had, that is, 
in or near an existing toa*n , but when they aie at work 
the population will stay near them so as to retain its 
employment, and will not as m the past go elsewhere The 
chances are, thciefore, that the modem town mth a largo 
part of the population employed m industries of the modem 
typo will bo more stable than if it depended for its existence, 
as the older towns did, on the caprice of a long or governor 
But it would be a mistake to think that facihties for 
communication and other natural advantages will alone 
ensure the establishment of a town in a particular place 
There are plenty of places on the Ganges and the Jumna 
where no town is known to have existed , and there aio 
plenty of places on the railways which show no signs of 
growth or development Very much has depended, and 
still deiiends, on the appearance of mdividuals with the 
quahties which fit them for the establishment of a new 
trade or of new industries This subject — the appearance 
of the trader and the manufacturer — ^will occupy the 
student’s attention at a later period of his course but it 
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must be mentioned here as one of the causes that lead t( 
the growth of towns, because it is very largely the existence 
of trade and mdustry that makes people want land in t 
particular position, and thus leads to the keen competitioi. 
for every small piece of land that is the chief characteristic 
of town-hfe as wo know it. 



CHAPTER Vn. 


AGRICULTURAL LAND. 

We have seen in the last chapter that the trader, the 
artisan and the ‘manufacturer alike cannot be satisfied 
by any land that may be available ; they want it in a situa- 
tioh where they can carry on their busmess to the best 
advantage This is equally true of the agnculturist, but 
in his case the q^uahty of the land is also of great importance, 
whereas the townsman is usually satisfied as regards quahty 
if he can get good water and keep his land dramed. Situa- 
tion then IS much the most important point in towns, but 
in the coimtiy both situation and quahty are important 
One reason why the cultivator is concerned with the 
situation of his land is that he wants to be near a market 
where he can sell some of his produce A man who has 
land close to a large city will grow jEniit and, vegetables 
winch he can sell for very much more than wheat or maize 
grown on the same land would bring ; out m the country 
there is no market for such products, and he will not grow 
.them Hence there is very keen competition for agricul- ^ 
tural land 'close to large cities, and people will pay for an 
acre of it perhaps ten times as much rent as if the land lay 
at a distance. But even m a village at a distance from any 
town the situation is often a most important question 
Some fields can be irrigated from a canal or lake or river, 
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and they are naturally more sought after than fields with 
no supply of water Fields close to the village-houses, 
again are much easier to manure than fields at a distance,' 
and m addition they usually get ennched hy the deposit 
of filth , they are therefore much more suitable for cultiva- ' 
tion than fields at a distance, and consequently people will i 
pay much higher lent for them 
But to the cultivator situation, though important, is 
not everything The land must be fit for cultivation or 
he ivill not take it at all, and his eagerness for it increases 
with its natural fertihty. Much of the surface of Tndia 
18 unfit for cultivation m the bills and mountains large 
areas either consist of rock or are so steep that crops cannot 
be grown on them , and m the plams there is much land 
that cannot be cultivated either because it consists of 
excessively stiff clay or because it is loose, shifting sand 
The landholder knows he can get no one to pay rent for 
land of this kmd For the rest of the land he hopes to 
find tenants , but even m one lOcahty the amount of rent 
which tenants will pay vanes greatly according to what is ‘ 
called Feitihty A study of Agncultural Science IS neees- 
saiy to understand fully the meamng of' this .word , and 
the student must be content to know that the amount of 
gram that the cultivator can produce depends very largely'^ 
on the nature of the soil he has to work Some soils 'are' 
deficient m particular substances which plants require 
or eir growth, while others are adequatdly supphed , 
^me soils again readily supply a, plant .with all the’ 
ater it needs, wlule others have often an insufficient 
supply and It IS such differences as these that m the 

If ^0 watch the cultivators of a village at their work. 
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we shall find that a sort of standard of work is recognised 
by them as appropriate for the different crops grown on 
land of about the same fertility. By a ‘ standard ’ we do 
not mean that every cultivator gives just the same amount 
of work : some will give rather more, and some less , but 
the general view of the cultivators will indicate clearly 
the amount of work that is considered profitable m ordinary 
circumstances Thus, we may find localities where about 
eight ploughings are considered proper for wheat, while 
two or three will be enough for barley, and perhaps twenty 
ivill be required for sugarcane. In such a locahty a culti- 
vator will say confidently that for wheat eight ploughmgs 
will give more produce than four, and will also pay bim 
better If he is asked whether twelve ploughmgs will give 
more produce than eight, he will probably assent , -but he 
win not assent tb the suggestion that twelve ploughmgs 
would pay him better. Now these traditional standards are 
the result of e3:perience gamed durmg many generations, and 
they lead np to one of the most important laws of Agri- 
cultural Science, which is known as the Law of Dimimshmg 
Returns. This law belongs pnmanly to Agncultural 
Science, but it is not less important m the study of Econo- 
mics, and students must take some pains to understand 
exactly what it means, although without a knowledge of 
agriculture they cannot realise the mass of evidence on 
which it is based ' 

As we have seen, cultivatora have learned by the experi- 
ence of many generations that it does not pay to do more 
than a certam amount of work for any ^ven crop grown 
on land of a particular quality more work mayx®s^* 
larger produce, but t h e ad ditmnal produce w^ not pay for 
the atiBiiibWfwork. In the saine" way they have learned 
by experience that there is a limit to profitable negation, 
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to profitable manuring, to profitable weedmg, and so on , 
more produce can bo obtained by carrying these operation 
further, but there is m every case a pomt where the addi? 
tional produce no longer pays for the extra cost This 
pomt may be made clear by an illustration. Suppose that 
cultivators of a particular piece of land find they get 
fifteen maunds of wheat from an acre when they have 
ploughed eight times and irrigated three tunes. 'Anpar- 
ticular cultivator now ploughs sixteen times, and finds 
that he gets sixteen maunds of wheat as the result - That 
IS to say, eight additional ploughmgs have secured one 
additional maund of wheat , does this pay him * It, does 
pay him if he can get one ploughing done for less than five 
aers of wheat, because then the additional eight ploughmgs 
have cost less than 6x8, or 40 sers , but^if a ploughing 
costs moro'than five sers, he will have spent more than he 
has gamed So if a fourth irrigation yields an extra maund, 
it will pay him if the imgation costs less than a maund 
but not otherwise. It is calculations of this sort that h( 
at the base of the standard practices to be found over th( 
countiy ; cultivators have learned that, "taking one seasoi 
with another, it does not pay them to do moro than'a eertau 
amount of work, because they have come to the point when 
the extra produce would not pay for the extra work I 
is probably not the case that cultivators all’ over Jndii 
carry their work up to this limit ; m places where there i 
not much competition for land they probably stop shor 
of the limit and might mcrease their mcome by worli^i 
harder , but m the closely-populated plains of NortheE 
India it IS probable that on the whole cultivators do a 
much work as will pay them, though everyv'hero there ar 
iaay and careless men who could get a larger, mcome b; 
workmg harder.' 
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cultivator sooner or later finds that a Imut exists and that 
further oxpondiluro will not pay him. - 

In the law as above stated, there are two quafifications; 
The first is contained in the words in general Th(^o 
words, or an equivalent phrase, ivill bo found in many of, 
the laws of Economics, and indicate that exceptions must > 
be expected m paitioular cases ; this is in accoi'dance . 
with experience in ovcr\-day life vhere os wo know the 
unexpected sometimes happens. The exceptions to the 
Law are sometimes of great interest and may require study 
at a later stage, but for the present it is enough that studenle * 
should realise that while the Law is generally true, it is' 
not necessarily true of everj' single cultivator or of every 
smgle field 

The second quahfioation has the effect of limiting the 
application of the law to a period durmg which tho art 
of agricultuio does not change materially Tins hmitation 
IS necessary, because a considerable change m the art may 
alter the whole relation between expenditure and produce, 
and either make it advantageous to spend much 'more, or 
make it miadvisablo to spend so much But w'hen the 
change has taken place, tho Law still holds good* the 
amount of profitable expenditure has changed, but it is 
still true that there is a limit beyond w’bich further expendi- 
ture 13 unpiofitable ^ 

^Somo knowledge of tlio scienco imd practico of agricnlturo is 
required in order to appreciate this qualification It is quito possibls, 
for instance, that the introduction of unproved tUlago-impIomonts > 
in norihem India might entirely alter tho existing standards of_ 
cultivation four ploughings with unproved implements might 
give the same produce as* eight ploughings done in tho stylo that 
prevails ot present, and it might then bo found profitable to till tlio" 
land more tlioroughly, giving say six ploughmgs in all The amount 
of profitable expenditure would than bo changed, but there, would 
still he a himt , it might be found profitable to plough six tunes, 
while eight ploughings would not pay for the extra work or cost. ' 
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Subject to these qualifications, the Law is supported 
by the experience of cultivators m India, as well as by that 
of the English and Ereneh farmers' from whose practice 
it was originally deduced. It is the most , important 
conclusion of Economics regardmg agriculture land , we 
have not occasion to use it at once, but it hes at the founda- 
tion of the theory of Rent which occupy us at a later 
stage. 
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and professional men such as pleaders, whose work is- 
done by the intellect and who practically never use their 
muscles in production Between those extremes we have 
all the people who use muscles and intellect in varying 
proportions, the cultivators, the artisans, and the skilled 
liibourozs, as well as people like copyists whose work is 
mainly done by the hands. It is convement to begm 
' the study of Labour vdth the men who work wholly or 
mainly with their muscles, and wo shall take as the simplest 
case the labourer who works for hire and uses his muscles 
to do the work that ho is ordered to do 
The hired labourer is a famihar object both in the town 
and m the country ; and the first question regardmg him 
is, Why does he work ? It is because he wants wages 
to buy food and clothes for himself and his family ; that 
is, his object in working is to obtain some wealth, by 
consuming which he will satisfy his wants. It is tnie that 
a man gets a cei*tain amount of pleasure from using his 
muscles ; this is one reason why wo play games hke hookey 
or cncket ; and men may bo found, though they are pro- 
bably rarer in India than in Europe, who will 'do for pleasure 
a certain amount of ordinaiy coohes’ work, such as digging 
in the garden, cutting dowm trees, or sa^vmg wood And 
even the ordinary coohe feels some pleasure m domg his 
work vrell and skilfully, just as we take pleasure m a well- 
' tuned hit in cncket or a good shot at the goal in hookey 
or football. But the fact remains that the ordmary labourer 
does not work for the pleasure of the exertion, even though 
he may get some pleasure out of it , he is not found worlang 
for his own pleasure on days when he has been unable to 
get employment for wages. Work is on the whole un- 
pleasant to the ordmary man , he will not go on worlang 
for nothmg, and he has to be persuaded to work by offermg 
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enougli wages to induce him to work The amount ofp 
wages that has to be offered is a matter which wo shall, 
have to examme at some length when we are discussmg” 
Distribution for the present aU we can say is that men 
vill not work for notlimg, and that if we want men to* 
work we must offer them some inducement ‘ 

This fact IS as true of the cultivator or artisan as of the 
hired labourer , he will not work without some mduccm'ent 
to do so Li his case the mducement is not offiered^m^the 
shape of a payment for a day’s work, but it is part of the 
wealth which he produces. The cultivator realises that 
if he sits idle when he ought to be ploughing or imgating, 
he will have less produce at the next harvest some months 
hence, and he works to-day m tbo hope of seourmg that 
distant reward . ho thus looks further into the fpture than 
the ordmary coolie who expects his wages to be paid at 
the end of the day, or at latest at'the end of the month"; 
and it IS probably true that the ordmary cultivator works 
harder than the ordmary coolie The artisan again 
knov's that if ho sits idle he will have less to s^'m/thc 
future , and he works because he looks forward to the pncf 
to be paid for his wares when they are finished , part, oi 
that pnce will be spent on food and other things to satisfy 
the wants of himself and his family . So that though th( 
form of the mducement differs m different cases, this fac 
IS true of all classes who use their muscles to produce wealth 
they would not do the work merely for pleasure th 
work is m itself unpleasant, hnt they do it’ because, i 
enables them to sat^fy some of their wantBr^ ' 

Now, if we suppose that the supply of the other Factoi 
of J?roduotion remains unchanged, wo may infer for th 
moment that the amount of wealth produced m,a ^ve: 
aim will vary with the number of lahoureis, that is, tha 
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mmt W'ORlih ivill J»e pro'iuccd where there are most lahoureis 
engagjEjd ia producing it. This, inference 'must, hoTvover, 
.be modihcci in cases nher© there arc great diftoiences in 
ihe quality of the labour, because a small number of lughly 
sfjiilcd, men, all working their hardest, may produce more 
wealth than a larger number of lanj* and unskilful men 
<;and thus, in considoring labour as a factor of piodnction 
we have to examine both the question of numbers, and the 
, question of quality of the labourers. Wo will take the 
' numbers first, that is, the population of the country, wnco 
the largest part of the population hvos bj’’ manual labour. 

5^The sizo of tho population at any given lime is the result 
of vanous infiaonces ; these may be considered as affecting 
(1) the birtb-ralo, (2) the death-rate, (3) emigration % Tho 
birth-rate means the number of children bom , annually 
'among a fixed number of people . it is obvious that if 
forty children are bom m a year among a thousand people 
in one countiy', and only twenty' among a thousand in 
another country, the population of the first is likely to 
increase more rapidly than that of tho second The 
C8iu>e3 that mfluonco tho birth-rate aie by no means fully 
known, and their study is not a part of Economics but 
belongs more properly to tho science of public health , it 
is enough for tho student to know that the differences may 
bo very largo. 

Similar considerations apply to the "death-rate K m 
one country forty people die m a year out of a thousand, 
and ni another only twenty ibe, it is obvious that the latter 
inll increase more rapidly in population than the former, 
or if (as is quite possible) both are decreasing, the former 
will decrease more rajiidly than the latter. 

The third influence, migration, takes into account the 
fact of some people leaving the country and other people 
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coming to it. In India as a whole it is of little importance, 
but it affects some parts of the country, and m some other 
countnes where special conditions exist it load to 
very matenal changes m the numbera of the population ’ 
Thus, countnes like Canada and Ausiraha are at the present 
tune gammg greatly m population by the largo number of 
mmtgrants (that is, persons coming to live in the couiitiy), 


while recently some European countries, and notably 
Ireland, have had their population reduced by emigratton' 
(that IS, by people leaving them to hve m other coimtries), , 
While the causes of high or low death-rates and birth- 
rates he for the most part outside the scope of economic 
science, the cansos of migration usually «he, unthin 'it, , 
because when people change their country in largo numbers, 
their object usually is to obtam an opportunity of acquiring 
more wealth. Other causes it is true have influenced^ 


migration in the past , and students of history will remembffli 
that it was a rehgious cause that first brought the Parsees 
to Bombay, just as it was a religious cause that brought 
the Huguenots to England But at the present ' daj' ^ 
large numbers of people do not often change their country 
from such causes as these, people go to countries ^hke 
Canada because they can cam higher wages or get possession^ 
of land more cheaply than m some parts of Europe, just^ 
m some coohes from the south of India go to Ceylon and- 
Burma because they can get higher wages there than at; 

ome e facts of migration and its causes are of very 
geat mter^t to the economist , something is said about ' 

T 4 . j chapter, but they -will reqinre further 
detailed study at a later stage 

WMe reeogmsmg that the main causes influencing „ 
populate, that IS, the causes of high or low birth-rates 
nd death-rates, he beyond the scope of the science, econo- 
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mists have tried to state the experience of history as to 
the gio%vth of population m the form of a Law, or Laws , 
and one of these attempts, made by the economist Malt^s, 
has had so much influence on later writers that students 
should make themselves acquainted with it, though they 
can hardly appreciate its importance at this early stage 
Malthus concluded from his study of history that the 
mcrease of 'population in any country tends to be rapid 
and contmuous , and that, unless the population is kept 
down by some special cause, it tends to mcrease until 
there is a scarcity of food and of the other neeessanes of 
life ; (and this conclusion is sometimes stated m the form 
of a Law, to the eflect that Population tends to mcrease 
up to the limit of subsistence'’ ' , 

The full discussion of this Law would involve an extended 
study of the history of the world, and at the present stage 
students must be content with understandmg what it 
means In any country, it suggests, the numbers of the 
people will ordmanly mcrease. ’JChe numbers may be kept 
down or reduced by special causes large numbers of men 
may be killed m war or die durmg a famme, or plague or 
cholera or some other disease may cause many deaths 
(but if no such special causes occur to reduce the numbers, 
a time must come when the population will be so large as 
to require all the food and other neeessanes that the 
country can produce , and when this pomt has been 
reached a further mcrease in population will result m an 
madequate supply of neeessanes ’) 

It IS not very easy to thmk out the apphcation of a Law 
hke this for so large a country as India, and its meanmg 
will be more easily grasped if we take the case of an ordinary 
Indian village and see what is hkely to happen there. Let 
us suppose that a village has sufficient populataon to culti- 
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vale tho land brlonging il, and that iho peopb’ lielcfrtg , 
to oftsles n'hjch do not engage in indusfMc‘5 other than > 
agnculturc ; and lot. u** sujjpaM* too that all tho province 
of tlio laud IS consumed 5n tho villago. Now what, 
happen if the population incrossos t There are non more , 
people to be fed, and the land wn!®st {lu«t>forc be inom 
highly cultuatcd in okIct to r.viso mom food than it has 
hithorl-o yielded. But aa wo have seen in the last chapter'’, 
the land yields a Diminishing Deturn to liigh cultivation, 
and tho couohisiori seems inoittable that a point rattat' 
bo reached %\hcn it will not jneld ftuffioient food for tho' 
incroaswl population ; there w ill bo more food oh tho 
w hole, but there m ill not be so much fijod for each individual. 
As thmgs are at pieswit, epidemics of cholera or plaguo 
must bo expected from (imo to time, and those tnll hoop 
down tho population , but such epidemics ato cnOrel;;? 
provcnlablo, and o^oryono must liopo that, ^vith the pro^ 
gross of sanitation, they will in tune disappear from India , 
as they ha>o disappeared from most of tho countries of 
Europe 

What happens now* m an overcrowded xillago ancli as. 
W’e have described * f*omo of tho inhabitauta leave it" 
to take service elsewhere men of tho higher castes go 
Bopoys or peons, w hde the low castes go to work m factonea,^ 
or on railw'ays, or in the cbal-minca. Bnt if wo Bupposd 
all tho ^^llagoa and towns of tho country to Ijo overcrow dedj 
then tho inhabitants of our village will not ha\e this 
resource bocause they will not be wanted olsowhom, and- 
they must stay m their village whore' there is not enough 
ood for them Either then tho poimlation will decline 
M tho result of deaths from insufficient food, or tho inhabi* 
ants Will limit tho population m some way or other, so 
that It shall not exceed the number that can be fed ’ History^ 
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tells us tlidt some communities hsivo in ffict found, ways 
of limitiug tlio population , the old people have been 
hilled or left to die when they could no longer work, while 
the practice of hilling off some of the young children was 
not long ago common m various parts of India, and special 
laws for the prevention of infanticide are still m existence. 
But measures such as these are no longer permitted by 
ciinlised governments ; and the 'only permissible means 
of Jimitmg tho population is the exercise of self-restramt 
on tho part of the adult men and women, so that fewer 
' children shall be bom 

This was the state of things to which Malthus looked 
forv'ard,^ a time when the people should so hmit the 
number of births that the population should not mcrease 
up to the limits of subsistence , that is to say, mstead of 

^ At the tmie when Malthus wrote, the world was very different 
from what it is now, and it was impossible for him to foresee that 
food and other necessoncs would be transported in enormous quanti' 
ties by railways and steamships from one side of tho world to the 
other 'He wrbte, therefore, cm the assumption, which was true 
at the time, that each countiy must produce most of the food which 
it required for consumption This is no longer true a countiy 
can now got all tho food it needs by purchase from other oountries, 
provided that it produces enough wealth m other forms to pay for 
the food which it buys England, for instance, produces much less 
food than it consumes , it pays for it mamly by the goods which it 
manufactures But if England had no ooal or other fuel to enable it 
to manufacture goods m sufficient quantities to pay for its food, 
its population could no longer bo mointamed as at present, it 
would have to devote itself to raismg more food from the land than 
is nowTaised, and if it could not raise enough food to support itself, 
the population would be reduced by emigration The question is 
no' longer one of raismg sufficient food to support the population 
of a particular country, but of produemg sufficient wealth to provide 
by purchase the food that is required country hke most of India, 

where agnculturo is the chief means of production, the amoimt of 
food produced is still a matter of great importance , but even 
in such cases it is conceivable that a community might find it pro- 
fitable to produce such tlnngs as cotton and oilseeds, and buy its 
food with part of the money chtamed for the sale of those 
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a largo number of persona atruggling for tx tifo of poverty 
and msuIBcient food, there should bo a amaller number' 
able to obtain sufficient quantities of food and oQier 
necessaries and to load a hfe of comfort There are many 
other considerations afiFectmg this question, which ivill 
engage the attention of students at a later stage • for^tho^ 
present wo may leave the subject with the remark that 
though particular parts of India ore certainly overcrowded 
in this sense, India as a whole is not, and that the problems 
before Indian statesmen of to-day refer not to hraiting the 
numbers of the people but to faoihtating their more even ' 
distribution over the country, and to increasing the pro- • 
duction of wealth, partly by the improvement of agriculture 
and partly by the development of tiiose industries, for 
which the country offers a wide scope, and which would 
afford employment and subsistence to what now seems its 
surplus population. 



CHAPTER IX. 

MOBILITY OF LABOUR. 

•» 

lias been indicated in the last chapter, labourers are^ 
not evenly dislnbuted over India : there are overcrowded ^ 
towns and villages, and there are villages and toivns which" 
could employ a laigor number of productive labomers 
than they possess. ^In a general way the distribution o| 
'the population folloivs the fertihty of the soil^ thus the 
population is dense over most of the fertile plains that he 
along the Ganges, while it is very small relatively to the 
total area in the Himalayas, and also in the hilly* tracts 
of Central India The usual way of stating the density of 
the population is to calculate the average number of persons 
te a square mile , and the census shows that this figure 
may vary m the case of Indian distncts from less than 
thirty to close on one thousand persons The density, as 
we have said, tends to vary with the fertihty, but this 
iendency is by no means always reahsed, and the differences 
that exist do not rapidly become equabsed Nor does 
the surplus population of the over-crowded tracts migrate 
at once to places where the establishment of new industries 
offers better chances of employment such migration as 
takes place is usually alow and partial. Thus the factories 
in’ cities like Calcutta or Bombay or Cawnpore may want 
many more labourers than they can get, at times when 
many labourers in Bihar and the Umted Provinces can 
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la the first place we must Hratinguisli betyreen permaneat 
ftiul t^(porary ^gratiou A labourer niay either change 
his home permanently and settle m the place where he has 
found employment, ^or he may go away to work for a tune 
only, intending to return, to his home after a longer or 
shorter mtervaJ Permanent' migration is common in 
many parts of 'the world, and most of the emigration that 
takes place to countries hke Canada and Australia is of 
this type ; but it is very rare in India A good example 
of peimanent migration is found m the Bengah famihes 
that have come to Upper India and made them homes m 
Benares, Allahabad and some -other cities, and there are 
numerous other examples, but the number of people who 
migrate permanently is small relatively to the total popula- 
tion. Temporary migration is much more common .men 
go out to service, or to work on railways or in mmes'ot 
factories, usually leavmg their families at home, and sendmg 
them money for their support, and such men usually return 
to their homes after ,a longer or shorter period. 

(in India at.^the present time mobility is very largely 
a question of .cast£ and Igoalrt y;, Men of some castes will 
go from some localitses to'wofk'almost anywhere m India,) 
and m their case the degree of temporary mobihty is 
almost as great as is to be found anywhere m the world 
!^Thus chamars from Jaimpur and Azamgarh are found 
. working as grooms in almost every town • brahmans and 
-chhattns of Uudh go to the most distant parts of India to 
york as' sepoys and peons; and there are many other 
mstanoes of the same ldnd.< On the other hand, the bull| 
of the cultivatmg castes and of the field-labourers are veryj 
slow to move, and. if they are driven to leave their Tillagej 
they go as short a distance as possible Artisans aie mach|^ 
-more mobile than cultivators , as we have seen m a previousj^ 

V ■'* * I 
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chapter, many of these classes followed tlie royal conrj^ 
m their movements over the country, and numbers of them 
will still go from one town to another if they think,it Tm' 
pay them to do so ' “ . ' ; ' 

!^us, Mobihty of Labour exists to some extent m northern ' 
Lima, and the question arises, why is it that when some,' 
castes in some localities are exceedmgly mobile, the men of , 
most castes are exceedingly difScult to move ? The fulP 
answer to this must be sought for in the history df the 
country, and much of that history has not yet been written, 
so that no final conclusions can be drawn, but the informa- v 
tion that IS available, seems to mdicate that the ori^a'tyj 
inhabitant of northern India is by nature slow 'to ^moye 
that the cases of mobihty are exceptional, and consequentiy 
that employers who wish to mcrease them supply of labour 
should study these exceptional cases, and try to find' out 
the causes that have led to them, and then try if they can 
set similar causes at work. 

In studying this question, it must be remembered that 
most of the population obtams its mcome by workmg bn^' 
the land. The cultivator differs from the artisan in one^ 
voiy important pomt he cannot cany his means^of pro-' 
ductiou mth him An artisan with his bundle of tools and 
a httle money can move to even a distant town and start 
work there with httle trouble, but the cultivator’s success' 
dopon^ on his close and detailed knowledge of tho peculian-^ 
ties of each particular field of his holding, and when >ho'. 
goes to another holdmg ho has to leave behmd him aU'tJus 
e 1 e knowledge and sot to W'ork to acqmro aimilar loiow- 
go regardmg his new fields , while if he goes to any great 
mstance ho has to leam all about a strange ohmate and 
sfmngo soils, and to grow different crops from those' to 
^ c i 0 18 accustomed. It is true, therefore, of most 
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cotintries that the cultivator is slow to move, and' it is parti- 
c^arlj’- true of the Indian cultivator , and since cultivators 
form the most numerous class of the population, their habits 
of thought influence the other classes hvingin the villages, 
and the ordinary villager does not thmk of leavmg his home, 
and leaves it only when he is either forced to do so, or is 
,tempted by some special inducement to go somewhere else. 

‘The pressure that forces people to leave their village may 
be either social or economic , 'A man may have to leave Iub 
village if he gets himself dishked by the landholder or by 
his brotherhood, and particularly if he has been guilty of 
some discreditable conduct. In such cases the pressure 
may be called social It may work m different ways 
perhaps the landholder may turn a man out of the village, 
or perhaps when he has quarrelled with his brotherhood he 
may find his hfe so uncomfortable that he decides to go 
elsewhere , and m either case he is likely to go to some 
town where he hopes to find friends . 'Probably this social 
pressure is not of great importance from the economic point 
of view ; that is to say, it does not send very large numbers 
of people away from their villages to work m other places ; 
but it accounts m part for the number of bad characters 
who are to be found in large cities hke Cawnpore 
When we speak of economic pressure, we mean simply 
that a m an ^ds he can no longer make a hvmg in his 
village This cause too is itself probably of little im- 
portance m causing labourera to go where they, can be of 
more use , the men who cannot make a livmg m their village 
are usually worse workers than the rest, and would not be 
of great use anywhere, while their ignorance of where to go 
and their fear of gomg to a strange place are likely to keep 
them m their village, doing such casual work as they can 
find, and lookmg for help to the chanty of their more 

TS 
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prosperous neighbours , But economic pressure, iolim 
lined mih special inducements to go elsew7icre\ is of great 
importance, and this conibmation of influonc^ docs m &ct, 
cause many workers to move f o places w’here thoj' can earn 
more moneys Thus a young ehnttri of Oudh may fihd 
that there is not work for him on his father’s land," and that 
his father’s mcomo is not laige enough to support tho family i 
this IS economic pressure, and if it Blood alono it might not 
cause him to go elsewhere But probably ho has relatiota 
and friends m service m Calcutta, or Hy'dorabad, of Lahore, 
or some other distant city, uho are earning money and 
sendmg some of it home to their relatives ; so ho goes to 
some distant place a here ho has fnends, and tlirough their 
help gets emplojTnont, and presently ho too is able to ‘send 
home money to his family Or a weaver may find that 
he cannot support himself m his village, now that cloth can 
he bought so cheaply , ho knows that some of his hrdther* 
hood are working m tho cotton factories at Bombay or 
Ahmadahad, and he goes there and gets similar employment 
with their assistance ' r' 'I 

The general position then is that people are inclined to 
stay at home among their friends, and disinclmed tq go 
among strangers, while they are usually ignorant whore to 
go these conditions are not peouhar to India, and the 
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.oljsfacles to moljility of labour all tlio world over may bo 
miinmail‘«cd a* disinclination and ignorance, though their 
cvieal and iinportanco varies greatly m diffoicnt countnes > 
Tiio amotmt of temporary migraiion has increased largely 
in India dimng recent years, and tb will probably continue 
to inci'easG until the supply of laboitreis is much more closely 
adapted to the needs of cniplojfcrb than is the case at present. 
One reason for this change is the increase of knowledge 
people m the villages arc becoming familiar with the fact 
that more money can bo earned elscw^horo, and they are 
gtadnall)' getl ing to know the places where it can be earned , 
,in other words, the obstacle of ignorance is weakening A 
second and most important cause has been the extension 
of railways, which hns made it possible for labourers to 
travel quicldy and cheaply to distant places where they can 
get work. > A weaver in Oudh, for instance, can got to 
Bombay in tw'o days, and largo numbers of weavers now 
^mako this journey for the sake of a few months' work. 
When there was no railway, fbo journey might have taken 
months, and would have cost verj’^ much more than it does 
now. This is only one of the many w'ays in winch railways 
have added so greatly to the productive poivcr of the 
country as a whole. 

So far wo have been considering one sort of mobility 
only, that is of people going to work in another place but 
the term mobility covers also the idea of people changing 
their occupation ' Suppose a man who is employed m 
making brass vc'^sels finds that brass has become very dear, 
or that people will not pay fair prices, or that for any other 
reason he cannot make a hving by his occupation What 
is ho to do ^ One course is, as we have seen, to go to some 
other town and start making brass vessels there . another 
is to stay w'hcro he is and take up some other occupation > 
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Such a. change of oeoupation po??iblc and it fe aoine- 
times forced on people . bat it is «<» a role difSoaU in 
all countries, ‘and in India it is rendered exceptionalij' 
difficult by the customs of caste; The brass-Tsorker may 
see, for instiinco, that the leather-riorkcRs in his town am 
earmng exceptionally high nages, but ho cannot become a 
Icatlior-norker This noukl be diiucuU nnynhere, becanse 
he would not possess the necessary skill m n orking leather, 
and (as we shall see later on) most occupations' regiiim a 
penod of teaching and training but m India he would hot 
for a moment think of the change as oven possible, Ix^use 
the rales of his casto would not allow of it Thus, many 
pf the ocenpations which require special skill are closed to 
|ill classes of the people except the single casto "which folloivs 
hem, and in tliis way the casto system* which at present 
3 almost pecuhar to India makes it very difficult to incre^ 
-he number of workers in the ocenpations where "workers 
ate most wanted If a skilled labourer is forced to give 
up his own occupation, he can take up only one of tho few 
kmds of occupation which arc not confined to ft single 
caste, usually either cultivation or what is called gerierai 
labour, that is coohes’ work. 

We have said above that even when tho system of cast< 
does not exist, it is not easy for tho worker to ebange hh 
occupation The course a man takes when he is free tc 
choose IS to put his sons into the occupation that seems 
prospecle ' A mason, for instance, may 
either brmg up his sons to be masons like himself, or h( 
may get them trained for other occupations — one a metal 
worker, another a shopkeeper, another a schoolmaster, anc 
so on this way the choice made by parents tends ii 

e ong run to supply workers to the occupatioiis whew 
they arc most wanted, because parents choose for then 
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sons those occupations where tlie wages and other induce- 
ments are most attractive. . The adaptation is by no TnRfl.TiH 
perfect, because while the boys are bemg trained the 
conditions of production may change, and there may be 
much less need for their work when they have grown up 
than at the time the choice was made Even m Europe, 
therefore, workers are not as a rule distnbuted ]ust as they 
should be so as to secure the laigest production of wealth , 
at any given time some occupations want more workers, 
while in others there are too many : ^n the first case some 
other factors of production are msufiioiently employed for 
want of labour, and m the second some workers are m- 
Buf&ciently employed and have to waste part of their 
time in idleness. The "jrant of adaptation between workers 
and yrork is probably greater m India than m European 
countries, because of the special hindrances of the caste- 
system , not only are workers unable to change their 
occupation, but they cannot choose occupations for their 
sons, who are equally bound by their caste We shall see 
later on that this want of adaptation is of great importance 
in Bistnbution ; at present we are concerned only with its 
influence on Production, where it is certainly harmful, 
causmg an excess of workers m some occupations, while m 
others the want of workers is the chief limit to the quantity , 
of wealth produced (^The means of securmg closer adapta- 
tion IS therefore one of the large economic problems before 
the country j we cannot discuss it here, but students will 
have to pay senous attention to it later on 
* Before leaving the subject, it is well to say that the 
caste-system is by no means an unmixed evil, even from the 
pomt of view^ of Production We shall see in the next chapter 
that it is of considerable value m securmg the traimng of 
-Workers, and thus ‘mamtaming' the quahty of labom’ 

C' 



CHAPTER X. 


QUALITY, OR EMdENaY, OF LABOUR, 


So far we have been considonng the (jnanfaty of labour/' 
that IS the number of workers available for productive 
puiposes we have now to consider the other main factor, ' 
the quality of labour. Common experience shows that 
there are very great differences among workers, bo 'that 
employers choose one man instead of another, and sometimea , 
one race or caste m preference to others who V 5 ;ould be ready; 
'to do the same work these differences may ho classed as 
farismg from (1) health and strength, (2) sloli,' (3) .moral 
'quahties. ~ 


e have seen that manual labour means pmrianly the" 
UM of the muscles of the body and it is obvious that men' 
w 0 are strong and healthy can do more work, and so aid , 
m the production of more wealth, than those who are weak 
^ quahty of strength seems to depend 
pi^ly on race and partly on training in, childhood it is 
•f-v. ° separate these two conditions because the”raoes ' 

that are strongest are usually those where the children lead 
a he^thy^tod active life, and we cannot yet say ynth cer- 
amty ow much of the strength is due to inheritance and 
, ow muo traiiung But the existence of the difference,, 
ir for mstance, can-do 

moreworkthanmen from Oudh, and Oudhmen can do more' 
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than ,Beng«^s, Bui iho maintenance of bodily strength 
requires also a sufficient supply of nourishmg food, and a 
half-starved man can rarely do a full day’s work hence 
good and sufficient food is an important condition of 
Production.^ 

But a man may be naturallji^ strong and may he suffi- 
ciently fed, and may yet waste much of his working time if 
he suffers from fever or some other disease that keeps men 
away from work for piolonged periods. Wo have seen that 
improved samtary conditions would be a material aid to 
Production, because they would lower the death-rate and 
thus leave a larger population at work at any given time 
but they would be even more valuable m India if they 
could secure a large reduction m the amoimt of sickness 
due to fever. We all know in a general way that a piece 
of work may be very much delayed because many of the 
labourers have fever, but it is only the employers of many 
labourers who can realise how great a hindrance this loss of 
tune is to Production Thus, the improvement of samtation 
. is most important from our present point of new, not only 
because it will keep more labourers ahve, but because it will 
keep many more labourers m good health and fit for work. 

The next difference which we have to consider is m skill. 
Skill depends first of all on the muscular movements which 
constitute manual labour. Every student who has played 
games or done gymnastics knows that a movement of the 
muscles which at first he finds difficulty m performmg 

1 This point will require further consideration in connection with 
Consumption and Distribution. In tho meantime the statement in 
the text may be illustrated from the expenenoo of famme-rehef. , 
Labourers who come to rolief-worlis are rarely able to do the 
full day’s work of an ordmary man, and the task set to them as 
‘ the condition of their receiymg the daily wage has to be carefully - 
graduated so that it shall be reasonable with regard to the physical 
condition of the workers. 
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becomes gradually easy with praotico : at first ho has ‘'to* 
perform it slowly and painfully, and must think of nothmg 
else , but gradually it becomes easier, and ho caft perform 
it more quickly and certainly, until at last ho need scarcely 
thmk of it at all, but can go through a complicated series 
of movements almost automatically. An expononced bats- 
man, for instance, has not to stop and thmk how he is' 
to move his legs, his arms, his wnsts and his shouldera in 
order to play a particular kmd of ball . he recognises the 
kmd of ball almost as soon as the bowler delivers it, and 
he makes the appropriate movements without thinking 
further ; if he had to think them out, he would probably 
be bowled before ho had finished thinking. The movements^ 
made by a labourer at work are exactly the same m-kind 
as those made by a youth at play ho needs practice m 
t ^ imtil he can perform them quickly and accurately 
^^1 ^ thmk about them, and people watching 

a slaUed workman are apt to think that his work is quite 
easy because he seems to do it so easily. The work of a 
instance, looks exceedingly simple he spms-his 
w ee , ows a lump of clay on it, presses the lump for a 
ew seconds with his hands, touches it ivith a knife, and then, 
, , ® ^ ^ comes to rest, takes off the jar or, cup which 
« P’lte It 'vith others to be baked But if 

find hmaRlf° potter’s place, he would soon 

m ^ fly 

unsUfol tonoh^ itte taorae 1 “ 

m,«t be preo4S SthfC™?' 
a habit required movements become 



QUALITY, OR EPFIdENOY, OP LABOUR 73- 

' The chief value of the' caste-system from the point of 
view of Production is that it gives this praotioe -while the 
future -^vorkers are still hoys. The potter’s son has -watched 
his father at work from the time he could walk ; he looks 
fonvard to doing the same work all his life, and when he 
begma to try it his father is b^ide hun, showing hini exactly 
how to make the necessary movements. The same object, 
traioiiig and practice in the required movements, is, m 
some other countries, secured m part by what is kno-wn as 
the apprenticeship system, under which a boy is placed 
under the orders of a workman to learn his occupation ; 
but the ordmary workman cannot be rehed on to take as 
much trouble over training an apprentice as the father 
takes with his children , and probably this kind of skill is 
at least as common in India as anywhere else m the world, 
just because of the careful trainmg which the workmen have 
received from their fathers while they were children. 

This control over certain movements of the muscles, 
acquired by long practice, is the foundation of all manual 
sloE The higher kmds of skill consist partly in control 
over a larger number of movements, and partly m the 
exercise of judgment (also acquired by practice and ex- 
perience), which enables a man to decide at once what 
particular movements are most suitable to the material 
on which he is working and to the object of his work. 
Thus, the ordmary potter is practised only m the movements 
required to make a few common objects such as cups and 
j'ars, and if he is given a pattern of some unfamihar shape he 
will make many mistakes at first, and it -will be some time 
before he can copy the pattern correctly- A more highly 
skilled potter knows how to make many more objects, 
and with his wider experience he can copy a new pattern 
more qmckly, and with fewer mistakes. An ordmary potter 
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again Jniows only the moromonts required for the clay iviffi 
winch he has always worked , and if ho goes aw^ay^to a; 
place whore the clay os rather different it wiB be some tiinc' 
before he can work with it The more highly skilled poti^* 
■will have a much greater expenence of different sorts of 
clay, and as soon as he recognises any particular olay^ho'. 
will know what to do with it So agam, he will kno'W^, 
much more about colouring matters and how to use them,’ 
and can produce cups or jars of the colour ho y?'ahits, rei,^ 
‘or bine, or green while the common potter can only prodneo 
the oidmary red to which he is accustomed. > ’ • 

Up to a certain pointy the costo-system secures’, this' 
higher skill, because the father teaches his sons all ‘that 
ho himself knows, and so knowledge once acquired is passed" 
on to the next generation. The d.o feqt of the system^ is, 
that it g^ves httle scope for acquiring increased skill J'' ttie 
father cannot teach more than he knows, and the son learns^ 
only from his father Now at the present time there is 
m India need for higher sloll in almost all the work that'; 
IS done in the country. This need is caused by the progress 
of the people generally in wealth and in knowledge ' people 
want a larger variety of thmgs, and they want thingS-which, 
their fathers did not know of , and at the sanae tame now, 
materials are available, and also new tools The artisan 
s ould be able to use these new materials and now jtools 
SO as to produce the new things that are wanted ; ^but he 
earns o y from his father, and his father knows nothing 

^ w -u' artisan often goes on makmg 

^ made, while the people buy things made 
m o er cmintnes, and have less money to spend on what 
M pro uce in their o-wn town , it is thus the artisans’ as 
CMS w o suffer 'for their own ignorance The remedy 
or s evil has to be sought m some scheme of uidustnal 
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training, which shall enable ,the young artisan to work 
with new materials, new tools, and now designs as well as 
his father works with the old, and the mdnstnal schools 
which are now being opened in some cities are attempting 
to work out schemes of the kind, so that the next generation 
of artisans shall be at least as able to meet the new needs 
as the last generation -was to meet the old requirements. 

The foregomg illustrations of the meonmg of Hkin have 
b^n draivn from the work of artisans, but precisely the 
same considerations apply in the case of agriculture. 
SUU, that is to say practice and a certain amount of know- 
ledge, is required by the man who drives a plough or a cart, 
or W'ho BOWS, or reaps, or irrigates, or weeds , and this alnll 
is acquired m a very high degree by the culiavator’s children 
as they help their father and learn from him But the 
art of agriculture has to move with the tunes, just as 
handicrafts must move new ciops have to bo grown, and 
old crops given up ; new methods, new tools, and new 
implements are required m. order to secure the greatest 
possible production from the land, and the cultivator 
cannot teach his sons about these things, which he does 
not ^ow himself And so anses the need for some kmd 
of education which shall teach the cultivators’ children the 
now Imowledge they require without mterfenng with the 
training they receive from then fathers Thus, in both 
the main branches,of production, the question of mcreasmg 
skill is at the present day a question of findmg some means 
of enabhng the young to employ the new methods, -without 
sacrificing the practical traming provided by the existmg 
institutions of the country. 

^y the term Moral Quahties is meant such quahties as 
honesty, regularity, dihgence, and the lilce, which are of 
much importance from the point of "view of Production 
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A labourer may work hard and steadily without jliemgj 
constantly watched, and he wull obviously do much more 
work m a given tune than another who works slowly. and 
lazily, and la 3 's down his tools directlj^ his employer’s back' 
IS turned Some workers agam can be trusted with valu- 
able matenals, such as gold or silver, W'lule others must be 
watched closely all the time, or they wll steal some of 
the materials for them own use The science of Economies 
cannot mdicate all the conditions under which such quahtics 
as dibgence and honesty may be ei^ectcd some of the 
most important conditions must be looked for in the past 
history of the people, m the training which they ^ve to 
their children, and m the views of religion and morals 
that are current among them but there is one economic 
tendency of great importance that must be considered, 
m this connection. It is concerned with the effect of ^ the 
reward offered on the quahty of the work done > 

We know that we can usually get a man to do. better 
work if we offer him, m addition to his ordinary wage, a 
small extra pajuneut dependmg on the quahty of work 
he does , and the extra value of the work may be Avoith 
considerably more to us than the amount of the extra 
payment This is the simplest case of the tendency w’e 
are considermg , men will do better work for a higher 
payment, and an employer can, within certain limits, 
increase matenally the ’production of wealth by raismg- 
t e wages which he pays But the hmita to this mcrease 
are of greatpractical importance , as w'e know, the muscles 
get tired when used for long, and the whole body gets tired 
too , and when a man goes on working uath tired musdles - 
and a tired body, the movements winch he has to perfonn 
are not made with the proper speed and precision, and the 
'WOT IS adly done, just as a good ^bowler cannot bowl 
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well when ho is tired. The reward oiTcred shotild, therefore, 
be suftlcicnt to maho men do their best Avork Avithout 
over-working themselves : and it is ono of the employer’s 
most di&oiili fnnewons to adjust the reward accurately 
50 os to meet this condition. 

The teiidenc}” Avhich avo are considering thus applies to 
hirefl lahourorb only within certain liiuits its lulluenco 
i» imicli greater in tho ease of artisans or cultivatora 
AAho arc their oAni masters, and receive all the additional 
ueallb Arliicli they produce by Avorldng better. It is 
found as a matter of cx}iorionco that these classes, taken 
as a whole, mamtain a higher standard of Avork than hired 
labourers ; but to ensure this result it is essential that they 
should liaA’o confidence m being able to keep Avhat they 
haA'o earned . The artisan aatII not AVork his best if he Ioioavs 
that Ills camings are bablo to be carried off by robbers, or 
by the officials of an arbitrary government; and the 
cultivator aviU not work his best if ho knoAvs that all his 
extra profits are to bo taken from him by a landholder, 
Avhother as rent or othoniise. We thus come to tho large 
subjects of tho advantages of efficient government, and of 
equitable Tenanoy laws, questions which students Anil 
have to consider later in their course , for the present all 
that can bo said is that these institutions have a most 
important influence on tho quality of the work done by 
most of the producers of tho country. 

Economists usually speak of the quality of labour as 
efficiency. By this word they mean that the wealth pio- 
duced by a certain amount of labour is large relatively to 
tho cost of tho labour expended, and it is the object of every 
employer to secure tho maximum efficiency of the labour 
for Avhich ho pays : ho has to offer such wages and other 
inducements as irill ensure that the labourers work their 
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CHAPTER XI. 


IKTELLECTUAL WORK 

'll? Chapter VTII uve pointed out that tho ^\ork done by 
human being's is done partly by usmg the muscles and 
partly by using the intellect Wo have desenbed some of 
the most important conditions affecting the amount and 
tho quality of manual labour, and wo have now to see 
how 'far those conditions exist also in connection with 
intellectual work. 

The classes of the people with whom wo are now mainly 
concerned arc govermnent servants^ members of the 
learned professions, merchants, and employers of labour. 
Tho feature eommon to tho work done by all these classes 
is that it is done mainly by the intelleot, and that there 
is little need in it for using tho muscles In India at the 
present time popular opinion would not class all these 
workers together , the government servant, for instance, 
is still regarded as something altogether' superior to the 
merchant ; but from the economic point of view both fall 
into the same group, because they do work of the same 
kind. 

' We have seen that since most of tho population of the 
country supports itself by manual laboui, the number of 
labourers depends mainly on the number of the population 
This consideration obviously cannot apply to intellectual 
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workers, who form only a small proportion of the, whole, ^ 
The number of these workers depends mamly on the sfete, 
of development which a nation has reached * a backsVard 
nation ivith' httle trade has room for 'a comparativoly' 
small number, and the proportion nscs with the increase 
of commerce, industry, and leimung Apart ,from ,,tlus 
fact we shall find that, speaking generally, - the’ same,, 
kind of considerations apply to intellectual work and to 
manual labour ‘ , 

As regards mobihty, intellectual workers are, in' the 
present condition of India, more free to move than manual' 
workers A pleader or merchant can move his busmess 
from one town to another at least as easily as on artisan, 
and he is rather more hkely to do so, because his vader^ 
knowledge will show him where the best opportunities for 
workmg are to be found But even a pleader or metchant 
18 by no means entirely free. Like other men he would ^ 
prefer to stay where his family hves : and if he goes to a,' 
distance he sacrifices what we have spoken of as his pracfico'^ 
or his good-wiU, and has to make a fresh start among 
strangers. The employer of labour is, in addition, ^9ft®h^ 
hampered by the fact that he owns buildings or maobinoiy,' 
which it would be difficult or impossible to move Mobility ' 
om place to place is therefore by no means perfect among 
the classes which we are considermg, while change of 
ocTOpation (the other kind of mobility) is rendared very’ 
cu t y the amount of special trainmg required by, most 
o e professions. A pleader, for mstance, may become 
a government servant or a merchant, but unless he .takes' 
a ong course of study, he cannot set up as a doctor or an ’ 
engineer In these occupations special' tr aining is so 
mportant that the numbers of people engaged m them arej 
e ermme very largely by the choice made'bv vouths or* 
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by their parente A youth decides (or his parents decide 
for him ) that he will be a pleader or a doctor, for instance ; 
and if he succeeds m qualifying for the profession which 
he has chosen, he then chooses the town where he wU 
start practice. This latter choice is determmed partly by 
the room that exists for more pleaders or doctors m the 
various towns of which he has knowledge, and partly by 
his relationship or connection with persons of mfluence 
who can help him at the start. 

The limits imposed by caste are less ngorous in this 
case than with manual labour. A pleader’s sons need not 
necessarily be pleaders, but may be doctors, or merchants, 
or teachers, or government servants, and owmg largely 
to this fact, the needs of different localities for the different 
sorts of intellectual work are met with a reasonable degree 
of certainty, but at the same time, habit and family 
traction count for a great deal, and at the present day 
there is no doubt that the production of wealth in India 
is seriously hmdered by the fact that so many of the best 
intellects of the country are devoted to a few of the? pro- 
fessions, and that so few of them engage m production as 
employers of labour And the fact must not be overlooked 
that m practice mtellectual work is still confined almost 
entirely to a few of the higher castes • the professions are 
in theory open to all, but the children of the lower cast^^ 
rarely obtain enough education to enable them to thinlc-' 
of a professional career, while existmg social prejudices 
would make it very hard for them to attam success 
Turnmg to the quahty of intellectual workers, we find 
that efficiency depends on the same three groups of causes 
as in the case of manual labour Where we look mostly 
for muscle in the labourer, we look for mtelleot in the 
brain-worker;’ and m neither case do we yet know with 
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certainty how to increase the supply in a nation or other; 
cominuDity. In this case skill comes from traimt^'4h6‘ 
intellect instead of traimng the muscles, and this trahna'g; 
of the mtellect is the mam object of u hat we call general' 
education. A youth’s mtellect is first excrcisM or, piae&^ 
by the study of languages, matbomatics, the' seienoK^ 
history, and so on, until its functions ' have developed; 
and he then, as a rule, has to pursue a lurther period dfc 
study in the art of the paiUcular profession \yhich„he h^ 
chosen — other words, ho must go to a training wllegc, 
for pleaders, or doctors, or teachers, or must pass through 
a penod of traimng in a merchant’s ofiico or a 
Training for mtellectual work is consequently, .as a 
a longer and mom eicpensive process than traming ^for- 
manual labour, but m essence the two are abke^ - ^ • 
The moral quabties, too, that affect efficiency arc funda- 
mentally the same m both oases , diligence, vigour, and^ 
honesty are just as necessary to the magistrate, ;oi? ^0 
pleader, or the merchant, as to the labourer or artisan; 
and the nature of the reward expected has agam a strong, 
influence on the conduct and efficiency of the worker 
There are, however, marked differences of degree in-.the 
importance attached to work for itself, and' the attitude “of , 

the workers in this lespect may substantiaUy affect prbdud- 
tion ^ , ^ 

It IB true of nearly every person in the world that he 
experiences some satisfaction m domg good .work' .This; 
m one of the facts of human natnre, and the science* of 
conomics is not concerned with its cause, ,but only with; 
Its etteot. The artisan or labourer feels this satisfabtioh 
^ j ffone a good piece of work* even a s’woeper 
kes pnde in domg bis work weU. .The lowest classes bf 
labourera do not perhaps think about 'this .satisfaction;, 
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^bnt; thoy foci it, and they are dissatisfied wth work which 
^ falls helow their standard; ^nnd when we consider the 
: Jiighor gi-adcs of mtelloctuol work we find that the desire 
^ to maintain a high standard exorcises a vorj^ strong influence 
, over the workers, and that its oxistenoo has a material 
,eiTect on the quality of the work done.’', This desire for 
excellence is x^robahly strougeat among the classes engaged 
in what are known as artistic pursuits, such as writers 
^ or -painters or sculptors, , and wth them it may even bo 
. the ohief motive for work, while the money they wall earn, 

^ or even the fame they \rill seoure, enters httle into their 
thoughts. - Doctors again wall often be foimd to treat a 
paiiper who can pay no fees with the same care and dili* 

^ gcnce that thej’’ would give to the case of a rich man* 
the best teachers are verj’ little influenced by the amount 
which they cam by teaching; and men engaged m scien- 
tific research constantly Baerifico their financial interests 
to the passion for their work. In such oases as these the 

satisfaction that results from the attainment of excellence 

/ 

IS clearly seen, but it is just the same land of satisfaction 
that the ploughman feels when he drives a straight and 
oven furrow*, or that the potter feels when he shapes, a ^ 
jar evenly and correctly out of w*ell-prepared clay.’"'* '' 

^ The economist is interested m this fact, that people 
feel satisfaction m doing good work, because the mamten- 
once of this feeling has an important influence on Produc- 
tion.'' Things that are w'ell made will satisfy wants better 
than things that are badly made, and are therefore of 
more value as wealth and so the production of wealth 
greater when the, articles produced are such as to give 
satisfaction to their producer than when they arc badly 
made and hurriedly finished so as to be sold as soon as 
possible The conditions under which work is earned on 
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may thus have a matonal influonce on the quantity 
wealth produced by that work Take the case Of a silver- 
smith who IS accustomed to give Ins very best ,work„"to 
every article that he shapes, who takes pride in the ex- 
cellence of his work, and who will not oflFer for sale any, 
thing that falls below his standard of oxcoUenco Then 
consider the same man when, for any reason, ho got into 
debt, and jSnds himself bound to work for a^niercliant 
who has no appreciation of artistic excellence, but 
only showy thmgs which he can sell to puroliasers-who 
do not know good work from bad The workman mtist 
obey his master, but he will no longer get satisfachon 
from his work , he is not domg tho best work of wliioh 
he IS capable, and some portion of his productive power 
IS bemg wasted More than this, as time goes bn he 
gets accustomed to the new conditions, till he*' can no 
longer turn out really good work, nor would he care to 
do so if he had tho chance , In such cases the waste of 
productive power may be very great, whether it bo that 
of a silversmith workmg for such a master as"^ we have 
described, or of a teacher servmg under authorities who 
place no value on good teaching, or of an imagmativc 
ivnter compelled to do the daily work of a low-grade 
newspaper , and the point is of particular mterest to 
Indian students, because the decline of the, old artistic 
industnes of the country is due in large part^to the employ; 
m^t of the best workmen on mferior work." , ' / 
We have seen m this chapter thaV^though there is a 
^tmotion between manual labour and mtelleotual.wcirkj 
the same sort of considerations apply to/both. olassK 
regarded as factors of Production ,j'hnd it m of 1 great iih; 
portance to realise that the two classes are to a 
extent mterchangeable, and ‘'that the tendency of the 
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, world 18 towards an increase in the amount of intelleetnal 
,J,\^ork an^ a reduction in the 'amount of manual labour' 
^ Hus tendency has; hitherto had such little effect m India 
^ that Indian students are apt to be puzzled by the attitude 
.'iouards Production adopted by some European writers, 
in whoso boolcs manual labom receives comparatively 
'litUo attention ; the change depends largely on two 
processes — ^the introduction of mechamcal power, and the 
mtroduotion of machines. 

By mechamcal power is meant the employment of 
'engines dnven by steam or oil, or some other source 
of power, in place of usmg the muscles of men The 
first step in this process was to make animals work . a 
pair of bullocks yoked to a plough or a cart can do as much 
work as a large number of men usmg only their muscles , 
and the employment of cattle and horses thus economises 
in the aggregate an enormous quantity of manual labour 
In the same way, a locomotive engine can do as much work 
as a great many pairs of buUoclcs a goods tram dravm 
by one engine ma>y carry 12,000 maunds of produce or more, 
a load which would require several hundred bullocks to 
move, and it can move this quantity much more quickly 
than the bullocks could move it. One engine therefore 
does work that would require the muscles of an enormous 
number of men, and it is safe to say that the work now 
done by en^cs on the railways of India could not pos- 
sibly be done by manual labour, even if the whole popula- 
tion- of the country’’ were employed m carrying goods 
Apart jErom the railways, m many parts of India there are 
as yet few examples of the use of mechamcal power , but 
the number is rapidly moreasing, and many students must be 
familiar ivith jute mills or cotton mills, with cotton gins^ 
,and presses, with flour nulls, with pumps for water-works. 



86 AN rNTRODUOTION .TO ECONOMICS, 


"I y' 

and ivitli vanous factones where most of 'the,har5 work f 

' ’ T- f' ■ 

IS done by engmes dnven by steam or oil - ^ K j 

The second process is the mtroduotion’ of'’macliines?J: 
We have seen that manual labour is done’ by movement 
of the" muscles, and that its chief effect is ^to alter m ’ 
/ position of things Now it has been found by expOTchce”, 
that machmes can be constructed which will perfonh'mosf' ^ 
movements similar to those effected by the ''musoles 
machmes will make most movements at least as accuratfly-^ 


as men, and certainly much .more quickly if "they ” £^5 
dnven by mechamcal power , and such machines moyr do"' 
most of the work of the world, though m India^theyPOSs* 
still comparatively rare. - ‘ 

Take as an example the aunp lft case of the opcrabqn 
knoivn as gmnmg cotton, which separates the fibre; frqnij 
tho seeds on which it has grown. ’ This was formerly dfone v 


entirely by hand women or children pressed Ibe^swd-*^ 
cotton between two rollers with one hand, wbile wi&^^bo ' 
other they turned a wheel which kept" the rollers mo^SrJ 
and the rollers tore the fibre away from the seed GinnmS 
by hand may still be seen m some places, but m' .nearly dll ' 
the tracts where cotton is an important crop,’ ihe .work*. 
18 done by machmery, and the cultivator sells his seed* , 
cotton to the owner of a factory A maohme-gm is' just 
like a hand-gm, except that the rollers are much larger ^ 
the difference is that the power that moves them is obtamed » 
from a steam-engine mstead of from' the muscl^’ of’ho^^ 
bemgs In the same way most of the cotton is noW.spim, 
into yam by machmes worked by power, and much of ‘ibe . 
yarn is woven mto cloth by power, though hand-looms i 
are still to be found working m most towns ' ' ’ 

These two processes—use of mechamcal pdwei-; and use^ 
of machmes— have m some countries, and particularly taj 
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Euel'jntl,/ advanced !?o far that (oxcopt m agrionlluio) 
eom|'»arativeK' little 'work is dond hy, hand I\Iosfc of tho 
xvtualiU produced in England is made in largo factories 
similar fo those that can ho seen in Calcutta, or Borahay, 
or Oannporo, and coupoqucnfly English ventere regard this 
(!S tho owlmaiy condition of things Tlic same processes 
aro' fit work in IiKha, and, so far as can be foreseen, they 
are likely to extend nntil hand-labonr, such os now pre- 
vails, ceases to be important in tho tomis, and diminishes 
in iinporlanoe oven in tho villages. In regard to labour 
then India may ho regarded ns approaching gradually to 
tho conditions which prevail in Europe, though still very 
far from those conditions. • It would take us too far to* 
indicate m detail the effects which this great change may! 
he expected to produce, both in regard to tho production 
of xrcaUh and in rcgsKl to the welfare of tho labourmg 
claa*^.' fipcaking in gcnoral terms, it is almost sure to 
result in a groat increase in the production of wealth, 
and, also in an incrcaisc m the welfare of tlie producers , 
hut during the period of transition labourers trained on 
the old hues may suffer groat hardships oxvmg to tho loss 
of thdr means of employment, and ono of the chief sources 
of interest in studying the indusfcnnl history of Europe 
must bo to nscortam how these hardships n ere felt in other 
countries, and how they can ho avoided or mitigated in 
India. At the same time, students should roahse that this 
change is not inevitahlo though its oocuronco is probable ; 
wo shall return to this point in a suhseq^uont chapter. 
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capital 

already indicated m 1 . ^ Capital i We have' 
It covers the matenals a ^ jneans'"^’ 

.^ady for roirS^tl ®i*“ S<»* 1>« >“'■ 

and the “« “aolnnory whroh 'he ^ 1 : 

other estpendituie moidenSr'^°^i,’“ ™Saa andm;’ 

rather diflPerent definitions of ^ writers have given;, 
agaui It IS necessary for « ^ ''^ord, and m this c’ase'r 

IS meant by each ivnter whoseTn^ 

however, he ivill find H) +h ^ reads ,As a rule, 

and (2) that Land (m\L is a part of Wealth, 

M excluded from the idea ^'^Wd m Chapter^ yi.) 
of Wealth other than lanri Capital then is part' 

^^th that « Capital from to' distmguish; 

^°*“*^tlne4etmete.ei,conddSr, 

J.no older word f n - ^ 1 

somt fon^SfbS"*'^ students 'ivJl fiiid it ■ 

stock) o^cnlte f speaK fif/f It is stiU used m , 

ohant, such thinrr^^^® holding, and of (hve-stook andjdead- 

Bufc tU wo^f,,^?™galargoptfJ^? «‘°°h-ui-tra^ of a mor^; 
busmoss use and gradually sune^^ classes ' 

« witmgs on eSSS “ oixhnary. 
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the of fho person ftJio possesses •o'caltli ; it. is 

Capital if he intends to uso it for the production of wealth ; 
if ho dot\«! noi so miond, it is not Capital, though it may 
fti any time become Capital if his intentions change.; So 
that wo may define Capitol with suflioienf accuracy for our 
present purpo«e aa all wealth (otlior than land) which is 
intended to be used for tlio prCKliiction of wealth. At a 
later stage stndontf. w’lll ha\o to consider the difficulties 
that arise with this defimlion, as with others that have been 
proposetl, but for the present it is enough to say that, 
while questions can always he raised about tho exact 
lanits* of Capital, the dcscnption given applies quite 
clearly to practically all the Capital that exists in tho 
world, 

Tiie rv.nct meaning of this dcsoripfion may bo made 
plainer hj’ a few iUiistrations in addition to those alreody 
gheti m Cliapter V. Wc hove seen there that a cultivator 
uses a good deal of Capital, consisting partly of wells or 
other land-improN cmenls, partly of his cattle and implo- 
mentp, partly of his seed-grain, and partly of tho money 
or grain that ho uses to raainiam himself and pay tho 
wages of his labourers Tho question may bo asked Is all 
,tho gram sloied in a cultivator's house to bo regarded os 
his Capital ? The answer is that it depends on tho purpose 
for which ho intends the grain rif it is to feed himself and 
his cattle, or to pay W'agcs to labourers, or to he used as 
sceeb it is Capital, if it is to bo given away m chanty, it is 
not Capital. ',And as nearly all cultivators give away some 
of Ihoir store in charity, a certam proportion of the gram 
stored by them is not Capital 

*On this point ofndonte may bo renmindod of tho remarks in 
Chnpfor IV regarding the mituro of many of the dolimtioiis used 
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To take another illustration Suppose a.’landholdwkflflj 
a lakh of rupees in his treasury is this Capital^ 

Capital if he merely means to keep the mohey hoame 
It 18 Capital if he means to employ iKin production^say^ 
by lendmg it to his cultivators to enable them tbchuy 
and cattle , and he can make his hoard ^mto 
the simple piocess of deoidmg that he will employ i ^ 

productaon. < . ' ' 

In the same way it is possible , to. give a direct -ans]^ 
to almost any question whether a thing is Capital by co^ 
sidermg the purpose for which the thmg iS int^dedto 
used, and students can easily make themselves fai^^®| 
mth the idea of Capital by discussing from thfe point o 
view the thmgs that they see around them m tUe city an^ 

m the country ' ^ t a 

Now, at the present day practically eve^one 
M'ho IS producmg wealth uses some Capital, thbugh j 
amount used by mdividuals differ enormously, jb 
illustration of the grass-gatherer, which we used m 
V , we supposed, for simplicity, that at tet he 
tools of any sort, but it would be impossible to find a ^an 
in 'that position, except among some of the forest-tn 
m the most backward parts of the country even, , 
water-earner has his water-skm, and the sweeper .has= . 
broom. Capital then is not only a factor of produptio^ 
but a Tiecessary factor People cannot produce w^ , 
without it, and this is even more true of European countries) 
which have made greater mdustrial process;} in fact, 
students ivill discover when they read economic history 
the tendency of progress is to more^e the amount q 
‘‘ Capital required relatively to the number of wqrka^ 
How then does a man who wishes to produce , wealth obtau 
the Capital that he needs 1 TTa can either save it, db S® 
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it from some one' else who possesses it? These two processes 
require some consideration. 

' The meaning of the term Saving is that a man does not 
spend oU the wealth that comes into his possession, but 
puts some of it aside for future nse, just as the grass- 
gatherer of our illustration saved up pice till he could buy 
a reap-hook. It is this process which leads to an increase 
in the wealth of the country, and in ordmary hfe there is 
no other way by which the stock of wealth can be mcreased, 
since if all the inhabitants consumed wealth as quickly 
as they received it, it is obvious that no stock can be 
accumulated All the wealth then that is used as Capital 
must be the result of savmg, effected at some time m the 
.past; the amoimt of it is not mcreased by the other 
processes we have mentioned, gettmg wealth from some 
one else who possesses it This second process may be 
effected in various ways A man may take Capital from 
someone else by force or by fraud , this method has been 
popular in India dunng many epochs, but has not been 
permitted when a strong government was m existence, 
and at the present time it is forbidden by the Indian Penal 
Code, and prevented as far as possible by the police. Or 
a man may inherit Capital from his father or some other 
deceased .relative This, of course, happens frequently, 
but it is only by accident that Capital is left to a man at 
the time he wants it; and a man who wants Capital cannot 
- rely on some rich relative dying at the most convement 
lame Agam, a m an jaayjypluntarily give Capital to another. 
This method of gettmg Capital is by no means unknown 
in India, but it accounts for only a very small portion of 
the Capital that changes hands Almost the whole of this 
passes either by inheritance or by the fourth method — 
that IS I>y borrowmg, where the borrower promises lo 
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return the Capital lent, and in most oases to give something 
more (m the form of interest or otherwise) in consideration-, 
of the loan ■■ , . 

We cannot trace the history of India back tp the [time' 
when the process of savmg first began, that is to the tune ■ 
when there was no accumulation of wealth. That tune" ’ 
must he far beyond the ponod to which the earhest !^du<- 
scnptures relate, because even then there must have been', 
a considerable stock of wealth m eiostenoe. Judgmg by^ 
what IS knoivn of the hves of the most backward races m^ 
the world, it is probable that the practice of sa^g de- 
veloped at first very slowly ' people got gradually mto the*’ 
habit of puttmg away food when they found they had ’ 
more than they could eat at the moment, they devised the'^ 
very simple tools and weapons that many savage trib^^ 
are known to have used, and they tamed some animals.) 
It seems probable that the accumulation of wealth wen ^ 
started along these three hues, but we cannot say — ^though 
we may argue or guess — ^when they developed, or in what 
order they came These three ideas, however, 
for future consumption, tools or ^implements, and tarn© 
ammals, taken together make up the whole conception of 
Capital, and when once they were established the conditions 
existed under which wealth could be accumulated, and m 
turn could be used for producing more wealth The pro- 
gress of this accumulation may be read m economic, 
iustory , for the present purpose it is enough to^ say that 
t 0 general tendency is for wealth to accumuiate with 
moreasmg rapidity. The process of accumulation may be 
checked, and the stock of wealth may even be dmunished- 
for the tune by wars or by calamities such as famme ; ' but 
the ^eatest hinderancc to accumulation has usually been 
found m,tho absence of a government sufficiently strong 
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to caasure lhat people shaE be able to keep tbe -vsTealth to 
Tvliich they are entitled. 

It IS weU to emiihasisd this need for a strong and stable 
government, because when it exists people are very apt to 
accept its existence as natural, and to overlook its advan- 
tages whEe they complam of its drawbacks. Men will 
only employ their wealth to produce more wealth if they 
have a reasonable prospect of enjoymg the wealth when 
it is produced If they have not that prospect, they inll 
not risk the wealth they possess, and null not struggle to 
accumulate additions to their stock When, therefore, 
complaints are heard of the harshness of government, 
and of the ^rapacity of the pohee, it is well to remember., , 
that in India at the present time, though theft and fraud \ 
are not unloiown and though bribes may be paid, the 
great majority of the people have confidence that they 
wiU be able to keep whatever wealth they acquire and it 
is just this confidence which is necessary before people wiU 
devote their energies to the production of wealth 

We have been spealdng of the accumulation of a stock of 
wealth This is not just the some thmg as accumulation 
of Capital, because people may accumulate wealth without 
intendmg to employ it m production, and wealth becomes 
Capital only when this intention comes into existence 
In India, as m other conntnes, there is a strong mchnation 
on the part of the people to accumulate a stock of wealth, 
but there is not yet the same inchnation as elsewhere to 
employ the stock of wealth as Capital, and a very large 
proportaon of the wealth of the country is not at present 
Capital, though it can become Capital if the owners so 
decide. The mam reason for this fact wiU be found m the 
want of security which existed for centimes before the 
present government was established People then wanted 
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wealth, as they always want it, but they had the 
difiiculty in Icoepmg it when they had got it 'Thby>lhus-^ 
developed the habit of keeping their wealth m forms where"^ 
it could be easily hidden and easily earned away, and goH^ 
or silver or precious stones were the forms usually chosen^ 
because they most nearly fulfilled these requirement. And 
this habit of hoardmg, as it is called, still survives’ when 
the need for it has passed away, so that there is a -very', 
great aggregate of wealth lying useless in the hands of 
people, while there is a very great need for more Capitol^ 
to increase the productive powers of the land and the pe^ople 
of the country. The consequence is that the comit^ is 
poorer than it should be, because its productive resourc®^ 
are not fully utilised , and students of Economics should^ 
realise that, at the present time, one of the greatest praoticai^ 
needs of the country is to secure the employment* 'M' 
Capital of the wealth that is now lymg unused, m order'' 
both to increase the wealth obtamcd from the soil' and, to 
develop those mdustnes which can profit,ablv be earned oui^ 
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THE OEGANISATION OF FRODUCTION—THE 
SELF-SHPPORTmG STAGE. 

Wj 3 Jiave now to enquire how the factors of production, 
which have been described, are organised ; that is, how 
they come together, or are bmught together, in the pro- 
po^ons injvMch we find them at work. The description 
of, the way m winch the orgamsation of production has 
gradually developed forms one of the most important 
divisions of economic history. A great deal is known on 
this subject regarding certain countnes, but many of the 
facts regardmg India are still obscure, and there is a "wide 
field for research in this direction. The development has 
certainly been ^adual, and changes have for the most 
part taken place slowly, so that a full description of it 
would be very long, and cannot be attempted m this book. 
For the present all wo can do is to examine a few stages in 
the development, and indicate some of the causes that have 
led to gradual change For this purpose we will consider 
three stages, which may be called . 

» (a) The stage of self-supporting groups. 

(6) The artasan-stage ; market-production on a small 
scale 

(c) GDhe factory-stage 
scale. 


market production on a large 
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It» must not be supposed that these stages folloir ebh 
other throughout the countiy in regular order, as A pp l 
foUoivs March and May follows April. So far as we can see; 
the development has been very gradual, and its'speed^Iias 
vaned veiy greatly from place to place, so that at any 
given moment vanous stages can he seen side by side, and 
the process of change can evmi be watched. ^An d this’is 
true of the present da}’' we can 'see the most'pnmit^fe, 
methods of production side by side with the latest mvea'- 
tions, and theie is hardly a country in the world that now 
offers the same opportunity for a study of the whole subject ' 
And the speed of change has varied not only from'pla^^' 
to place but fiom one mdustry to another Agriculture' 
m particular has progressed very slowly, the country 
still largely m the first stage in regard to this oceuphtipn,J' 
and it 18 by no means improbable that it may remain so’'_ 
for an mdefinitc period . ^ , 

What IS meant by sdf-supporftn(f — ^the term by winch" 
n e have characterised the first stage ? We mean that a 
group of people themselves produce all the things wMcju- 
they re<|uire to satisfy their wants, and that they obtain » 
nothing from people outside the group. Probably 
condition may be found to exist among some of the forest*' 
tribes oven at the present day, but m its pure state <it is 
no longer of practical importance, because nearly all 
people m India now satisfy some of their needs by buTirig . 
some things that have been produced outside ';tho groiip 
o n ich they belong. But it is most important to recognise 
that the vholo agricultural system of the countiy seems to - 
have groivM uji under these concbtions, and that mai^ 

^ « ages are stiU verj' nearly self-supporting as regards Ihs ^ 
^atlsf^ct^on of the wants of them inhabitants, andsinco^ 
a^ncu turo is much the largest productive mduslTy In tho ^ 
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country it is wortJi vrhilo to consider this stage in some 
detail. 

, H \i'e okamine the conditions that'ojdst in the most back- 
Tvard parts of the countiy, and exclude such features as are 
clearly due to the modern development of trade, we ^find 
the people hving in Villages which are very nearly self- 
supportmg. ^0 people are of three classes — cultivators 
who hold the land, labourers who work for the cultivators, 
and servants or artisans. The cultivators till the land * 
and the produce is used m 8ati&f5Tng their wants and those 
of the labourers, servants, and artisans, all of whom are 
remimeratcd for their service by portions of the giam 
obtained at harvest. Let us see how this works out in detail 
A man ■wants for himself food, clothes, shelter, fire, hght, 
Bookmg vessels, water ; and the cultivator needs also seed, 
implements, and cattle."- For food, there is the gram 
and pulse grown in the village, as well as sugar made from 
the sugar-cane and oil from some of the various seed 
crops For clothes, there is the cotton grown on the land, 
and spun and woven mto cloth in the village For shelter, 
houses axe built of earth dug in the village, and roofed with 
wood froin the waste land, and either tha'tch made of 
straw or tiles made of earth Fuel comes from the trees 
gro'wmg on the waste land and from 'the dung of cattle . 
light is^ obtained by burning the oil pressed from seeds ; 
and the potter makes oookmg vessels from the earth of 
the village Water cpmes from streams or wells, and there 
Is no doubt that when the site of a village -was first fixed 
the presence of water, either on the surface or below it, 
was one of the points taken into consideration Then as 
to the" cultivator’s needs ; his produce supphes seed for 
the next crop: the village carpenter makes the implements 
he needs, and the cattle are bred and reared on the waste 
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land of the viUage If rent or reveatio has' to 
it IS paid tom ths grain at harvest-tiiae* ^ ^ 

A viDage then coaid live in. this vtay m 
is the caso, its inhabitanta help each other '«in. 'drfSio^asg. 
andlookforhelpinrotam. One man, forinstaiire^iaajJ:5^ 
cotton to spare, and may escbange it for sngar^ jost m h 
done even notp ; bat there is so far no need to oSer 


of the prodnee to people &ideid^ the pfSoye in 
for things vhich they 9;ill bring from a disiatuSe !lhss 
13 thus no need for money, and no need for trade, add & fe 
diffiealtfor ns to think ox a cotmtry ■without money ortsa^* 
yet it is highly probable that the agricnltuxe of the conn^ 
was origmally established ■without their aid. ' ’ V 

There are, however, tvvo ■wants which we have not'j^ 


mentioned, and which may indicate the need, for a 
modific-ation in this statemeat. One of them^is ^ 
is well known salt can be is ashed out of the ground m nisnj 
parts Oi the countiv' r nrobablv TiIIn«yps -mat the 2 ^ 


» oQt n seems likely that salt is one of the Jp 
^cles in which trade grew up, and that merchants esfi^ 
it round the villages and exchanged it for grain or othe 
^oduce, as is still done over a large part of the oosnt^ 
e other want is iron for tools. Even now agripltms,^ 
earned on with the aid of a quantity of iron that seesn 
ndi^^ly small to Enropean cultivators, but & csrfif 
quantity is used everywhere in ploughs, leap-hoo^y aa* 
mplementa, and the use has lasted for a very 
vane it is quite possible that originaUr no iron was use 
m but here too it seems likely that iron was 02 

of the fet things m which trade developed. 

*?• ^ what were the conditions of produ* 

^ ooItivr.fo3B had Zand to cultivsb 

Whether they found it vacant and settled on it, 
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they obloinctl it from a Raja in return for Iho almrc in its 
produce Mhich uas known a& revenue. And having once 
got land, (hey ordinarily kept it, probably because whoa the 
popuialion of Uio country* was small there was enough land 
for evciy*one For Lnfjour, there wore the cultirators and 
tho tncia box's of their famihes, and thoro Merc the labourers 
living in the village ; probably tlicso last, never thought of 
going anwhcrc else and simply obeyed tho cultivators 
orders, and look the shave of produce which he gave them 
for’ their supjKJil. For CapHai, there was the stock of 
cattle, graduaVy increasing m ordinary limes, with enough 
waste land near the \nllagc to support a largo number 
there wore tho implements made in tho \illage of materials 
found thoro, and paid for by a shaio in the produce ; and 
the produce yielded the seed-grain that was needed 
Now* in these conditions, with no trade to take away 
surjilus produce or to bring desirable things from outside, 
it iH probable tfiat the wealth of the community would 
mcncase very ‘’lowly if it incroa'sod at all, and that tho 
existing agents of ])roduction would not be fully employed 
There would bo produce to spare in good seasons, and it would 
be stored for the time and consumed w’hcn seasons were 
unfavourable and the crops poor • but there would be no 
motive for produemg much more than was likely to bo 
required, and it is probable that only enough land would be 
cultivated to support the population dependent on it , and 
that, taking good and bad seasons together, all or nearly 
all tho produce would be consumed. If the population 
should decrease, less land would be cultivated, while if it 
should moreaso now fields would be ploughed out of the 
waste land, and possibly more trouble would be taken with 
the land already cultivated. Thus such a community 
could not be expected to increase largely in wealth. 
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Suppose now that a tow'n comes into existence latboneigtj 
'bourhood of self-supporfmg villages of the t^’pe that h® 
been described. 'Die townspeople will want' to buy-froit/ 
the vihagexs thnigs like grain and pulse, vegetablesrinilk; 
and glii, oil-seeds, cotton and sugar ; and they ipfll be able 
to supply the villagers w'ltli tlmigs brought from a drsfenco , 
— ^new' spices and condiments for their food, brass and edppcr- 
vessels, better clothes than the villagers oan< pti3doco,\; 
jewellery and ornaments, and so on. Dus malres a^greatj 
change m the position of the villager ho finds \ntlii n his rcaob ' 
desirable tlungs of wlucli ho has never hoard, and he bcginB - 
to want a share of them for himself (or, if ho hunself doM" 
not, his wufe does) , and in order to got them, ho tocreases 
the amount of his production, that is to say he works harder 
himself and makes Ins cattle and labourers do more work," 
and so either cultivates a larger area or give.s more lahbnr^ 
to the land already in lus possession Tho village then inll . 
produce more than in the old days, and tho villageta'wilb 
sell their suiplns to tho town, and spend the monpyrwlu^ 

they so obtain in buying the tlungs which the town, 
supphes 

- Tho village has then ceased to be a solf-Buppoirting group, 
because it can no longer satisfy all its wants by its otra. 
produce, and it is on the way to the second stage: of pro* 
uction, which we have described as ‘ market-production^ 
on a small scale, because tho cultivators are now pro*/ 
ncing partljf with a view to selling' their produce. 'Lot iw 
see ow t change will affect the accumulation of wealth 
11 ^ there is no doubt that the produce of the 

age in be mcreased , and, as a lule, a large proportion 
o e money obtamed for the extra produce iviU be spent 
on desirable thmgs that wall lasffor a lohg tinle,.sUoh.as’ 
Jrass vessels or silver ornaments This means of course' 
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y* 

that the stock^of -wealth is increased. In the second place, 
when moiiey is received the idea of hoarding it, which is 
part of human nature, is sure to make its appearance, and 
cultivators wnll work harder and produce more wealth 
merely in order to mcrcase their hoards, and in this way 
too the stock of wealth will accumulate. The viUagem then 
will tend to grow nchcr. 

At first sight it may -seem that this conclusion applies 
only to the cultivators, and most probably they would be 
the first to benefit But if the town wants labourers, as is 
likely to bo the case, it will look for them m the milages, 
and the wages offered may tempt some of the village- 
labourers mto the toivn. Theie would then be fewer men 
to do the increased work on the land, and the cultivators 
would have to induce them to work harder by offering them 
something more than the share of the produce that was 
sufficient in the old days, and so the labouiers would m tune 
get their remuneration mcreased. In the same way the 
workmen and servants would be attracted to the town by 
the higher wages offered there, and it would be necessary 
to pay them more in older to mduce them to stay m the 
village, so that the mcreased wealth would be shared by all 
classes, though by no .means m the same proportions. 

' Now a change of this sort has been gomg on slowly in 
India dnnng the last few centuries. For the sake of clear- 
ness we have supposed that the conditions changed sud- 
denly , this probably happened m a few locahties where a 
new capital city was established, hut over most of the 
country the change has been gradual Trade has extended 
slowly , traders have come to the -villages to buy first 
one kmd of produce and then another , and m the 
same way first ' one desirable thing and then another 
has been brought wathin the reach of the villagers The 
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change is still in progress some parts of the country have ' 
advanced much further than others : but the general effeci"* 
has been to increase very greatly the produce of the Jandj ; 
and the wealth of the people who share it ^ The change < 
18 not complete there are very few localities in India where 
aguoulture has reached the second stage, and (as has heeuji 
said above) it is possible that it wtU never bo reached com-, 
pletely * For illustrations of this stage we must turn to the 
towns. - , ' ‘ 

* This does not mean that all classes of tho people are better ofi 
than they were some have gamed much more^ than ofbeis, ana 
some may have lost , but this question concerns pnraaifly tn®. 
Distribution, and not the Production of "Wealth 

® If a village had completely reached tho second stage, cultivators, 
would soli all their produce, and would go to shops to buy even 
their food , this actually happens m some oountnes, but mo ope 
who knows how Indian cultivators hvo will expect to see it in India 
until tho whole hfe of the country changes. ’ - 



CHAPTER XrV. 


ORGANISATION OP PRODUCTION . THE ARTISAN 

STAGE. 

We have now to examine the second of those stages of 
production which we have selected for consideration It 
is distinguished from the first stage by the fact that the 
.producer^does not attempt to satisfy-hisjwauts-^directly by 
those desirable things which he pioduces he mtends most 
or all of these things to satisfy the wants of other people, and 
he supplies them to other people in exchange for payment. 
The payment may be made in the form of thmgs which he 
wants to consume, such as grain, but more usually it is made 
m money, with which he can buy the things he wants 
This stage is famihar m every to^vn in India, for it is the 
position of the great majority of the artisans The weaver, 
the dyer, the brass-worker, the shoemaker, — ^these men 
cannot satisfy more than a very few of their wants with 
the actual things which they produce • they must sell 
their produce, and feed and clothe themselves ivith thmgs 
bought with the money which their produce brmgs Let 
us examine their economic position m regard to the three 
factors of production. 

Prrst, as regards Land The amount of land which they 
require is usually very small, much less than even a small 
cultivator needs ^ but, as we have seen m Chapter VI., its 
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Situation is a matter of great importance. The artikiH. 
must be m a place where customers will know where toned 1 
him , not only, that is to say, must he be in a town, .but 
often he must be m a particular street or lane where ’tlfe’ 
busmess m which he is engaged is Imown to be carried oto'’ 
A shoemaker, for instance, will pay what for biui is a large, 
sum as rent to secure a shop in the street where people are' 
accustomed to go to buy shoes, and he would not pay so 
much for a shop of the same size in a gram-dealer’s street. 
Thus, though an artisan needs very httle land, it is often hot 
easy for him to get it exactly m the place where he w^ants 
it, and his rent may take a considerable portion of- his > 
meome ' ,, ’ 

Secondly, as regards Labour The artisan and 'his 
family as a role do most of the manual work, thougb'he 
may have to hire one or two labourers to help. ,Ordmanly 
he uses only a few lands of matenal and makes things of 
only a few patterns , he thus goes through the same actions 
over and over agam, and acquires a very bigb degree of, 
sl^ m performing them But besides domg the manual 
a our of production, the artisan has to cairy on the 
* ^his means that he has to choose the matenal 

o 0 used, agree on its pnce, decide what particular thm^ 
ma 'e and how many of them, jSx then* price, and find 
peop ® ■'^ho will buy them A man m the self-supporting 
stage has also to do the busmess, as well as the labour, of 
occupation, but the business is easier for Him than for 
e ar san producmg for sale, because he has to think almost' 
oj satisfymg his own wants, while the artis'an hks 

The artisan thenmWt 
f “y ^ this IS much 

ore difficult than toowmg what he wants himself. If ho 

es a mis ake, he finds that he has wasted his labour 
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and his material in making things which nobody wll buy , 
anddf ho cannot se33 tbOm,ho has no money to buy more 
materials, or to feed himself while he^is making other 
things. 

' 3ji tho oarl.y stages of the progress of a community, this 
necekary knowledge of business is not beyond the reach of 
- tho arhsan. People then have comparatively few wants, 
and they do not change rapidly, Avhhe on the other hand, 
with httio trade, there is usually not much choice of nlaterials 
But as wo shall see vhen discussing Consumption, the eco- 
nomic progress of a nation means an increase m the number 
and variety of 'wants, and a larger choice of tho means of 
, eatisfymg them ; it thus becomes moio and more difficult 
I for the ordinary artisan to keep pace with these change, and 
where ho fails to do so, his labour and material is wasted 
The weaving industry furnishes a good illustration Not 
very long ago, practically evoi^ono in India, except a few of 
the richest men, wore cotton doilies made on hand-looms 
by the artisan-weavers of the locality Only a few kinds of 
cloth could as a rule be got locally they wwe w^oU-wovoii 
and durable, but coarse, and people dressed very much 
alike. But no^r, even in tho country, people have a muoh 
wider choice of clothes They can buy tho old typo of 
country-made cloth , or finer cloth woven m the mills of 
Bombay or Cawnporo : or still ffiier cloth woven in Europe, 
from cotton grown m America or Africa . or they can get 
cloth made of wool or of silk if they are prepared to pay 
for it People then can satisfy then want for clothmg m 
" various ways, but the country w'caver has not the materials, 

. or the tools, or the Imowdedge, required to produce the kmds 
of cloth that are most wanted, and the demand for w'hat 
-he can produce has consequently fallen off xmtil he somo- 
' tunes ffnds it hard to seU his cloth at all. 
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While then the artisan worlang for himself has the , 
incentive to haid "work arising from the fact that hw income^ ^ 
depends entirely on his skill and mdustry, his weak point r 
IS his inabihty to keep pace with changes in wants' and nn^h i 
the development of new markets , and thus the economic 
j progress of a country may often result in injury to the/ 

' artisan’s position • ' , 

Then as regards Capital The needs of artisans vary' 
greatly: some need expensive tools "others require’ few „ 
tools but have to spend a great deal on materials while 
others, whose work takes a long time to complete, need; a 
relatively large sum to hve on until their work is ready for 
sale But all are ahke m needmg Capital for some or all of 
these purposes They are fortunate 'when they possess this 
as the result of their own savmgs or the sayings of earhw 
generations of their family they are then free to work for 
their own advantage, and — so long as their busmess-ab^ty 
is sufficient for the conditions in^ which they hve — can hope 
to produce more wealth than they need consume, and thus, 
can save and increase their stock of wealth But very often 
they have not all the Capital that they require, and have to 
borrow some of it and then the mterest which they pay' ' 
may be so high that what is loft of their mcome after paymg 
it is only enough to keep them ahve, and leaves nothing 
over \vhich they can savo. Their position thus depends very ’ 
largely on the rate at which they have to pay mterest, a 
point that null be discussed under Distribution , but in > 
India at piesont the rate of interest is so high that a large 
proportion of the wealth produced by ‘artisans is paid to^ 
the people who lend them Capital, and consequently 
ai tisans as a class have not much margm for saving.' They 
produce wealth, but most of what is left over after pro- 
viduig for then subsistence is taken by the owners of 
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Capital , and the high charge for Capital is almost as great 
a drawhach as is the difficulty of keepmg pace wth the 
increasing diversity of wants 

- As* we mdicated m the last chapter, the Indian cultivator 
has to some extent passed beyond the stage of self-support- 
ing production, because some portion of his produce is 
grown for sale, but he has not yet reached the second stage 
m which we find the artisan, and it is doubtful if he wiU 
‘ ever reach it completely. But m so far as he pioduces 
for the market and not for his own consumption, he has 
' difficuhy, just like the artisan, in managmg his busmess — 
that is, in knowmg what to produce and how to sell it. 
The difficulty was not great m the simple case which we 
first supposed, of the cultivator selling to the inhabitants 
of a neighbouring town , but it becomes very serious 
' when trade has so far developed that the produce is taken 
for sale to distant places, and has to compete with produce 
from other parts of the world It is at present impossible 
for the cultivator to know what kmds of wheat or oilseeds, 
for example, are most wanted in England or Germany, 
and though produce of this kind is hardly ever hkely to 
be entirely wasted for want of a market, he may lose a 
great deal of money by produomg kmds which are little 
wanted instead of kinds' which are ihuch wanted and which 
will fetch a higher price Again, cultivators may have 
, devoted themselves to producing some particular thmg 
that has been wanted elsewhere, and then find that the 
want has ceased to exist or is bemg satisfied m other ways ; 
they have then to change their methods m a hurry and 
plan out other ways of usmg their land, while they lose 
the advantage of the skill which they have acquired in 
growmg that particular crop. This has happened quite 
recently m two instances in northern India mdigo has 
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almost disappeared from laigo aroa»s 'whoro it was oxtin-. 
Bively gro'R’n, because the M'ant which it met is now aodsfied' 
by a dye prepared by chemical processes ; and many, 
cultivators have had to give up sowing poiipy^becauM 
the Chmeso vnll no longer buy as much ot the opium prq-- 
duced from this iilant os they formerly took. ' 

And while the cultivator is at a disadvantage in not 
knowmg accurately the wants of pooplo at a distancoj 
he may suffer also because pooplo at a distance have hceii 
, able to discover the 'U ontsS of India and arc able to meet 
them bettor than he can TJiis, too, has recently happened 
in the case of sugar largo classes of people in Ridian 
towns and citacs find that they can satisfy their -wanta 
better with sugar brought fiom foreign countries than 
Avith the kind of sugai which tho cultivator malces, and 
so cultivators in some parts of tho country’’ have dilBcuIty 
m selling their sugar and are producing loss than they 
did /' 

Tho cultivator also suffers, Uko the artisan, from the 
high cost of borrowing Capital when ho needs more than 
ho possesses, and his need for Capital has increased ,sraco 
he began to produce foi distant markets , more Capital 
is needed to grow wheat than to grow bailey, and niuoli 
more is needed to grow sugarcane , the produce of the 
new ciops represents more wealth than tho old, but uh^n 
the cost of Capital is high it may take the whole of the esdra 
^^Ith and leave the cultivator no better off than befom. 
While, therefore, the uicroaso m trade has greatly merited 
t e wealth of the country, a large share of this mcreasod 
wealth has been taken by the people who have Capital 
to lend - , 

Thus the cultivator, so far as he produces for the market, 
suffers from the same drawbacks as are felt by the artisan'. 
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business is increasingly difficult to manage, and Capital 
dear ,j and the more nearly the cultivator approaches 
the second stage of production, the more apparent do 
the drawbacks become. 
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obnouB : tlie business is separated fiom the manual labour 
^le'weavers have no longer to thmk and plan, but merely 
to make the kind of cloth \vhioh the employer orders , 
all the thinldng and the planning are done by the employer 
Tlio next effect also is obvious . the weavers have no 
longer to provide Capital, for the materials they need 
are supplied to them, and they live on their wages ; the 
employer has to find the Capital for buying material as 
well as for paying wages 

This arrangement, then, would remove both the mam 
drawbacks of the life of the artisan, as described m the 
last chapter ; as was there pointed out, the weaver can 
weave, but he has difficulties both in bnsmess and in 
^ getting Capital. If there were no other changes m the 
methods of production, it might pay a business-man to 
make this change, because bis greater knowledge and 
skill in business would enable him to got material cheaper 
and to sell cloth dearer, while he would bo very unlikely 
to make anything that could not be sold On the other 
hand, it is probable that the amount of cloth produced 
under this arrangement would bo less than when the 
weavers were worlung mdepondently, because they would 
have less incentive to hard work They need only w'ork 
hard enough to avoid bomg fined or dismissed, whereas 
before they w'Orked their hardest in fear of starvation 
But this question does not, in fact, arise, because changes 
in the methods of production would be bound to follow. 

The first change to be considered is known to economists 
by the name of Division of Labour. Everyone knows that 
an artisan-weaver does not spend his whole tune sittmg 
at his loom . every now and then he has to leave it to ' 
prepare a new ‘ warp,’ the name giyea. to the threads of 
yam that are stretched on the loom Weavers can be 
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,7r?'>y^™,oniSS “ Mnehbn mbnA-are , 

\offb^ n^®er treatises on Eoonoi^ttt^nt.m detail in most 
tof toem probably are (n most important 

(2uT ** mhole'fLe '^'"tmieit “1 “Wl when 

^ tteposmbdiiyo, ^e et “e kmd of .work, ind 
nork of wbmh he is oZb,^t“‘‘ the best 

h‘aeenplmiat.opl„y„JP^e The flmt of W needs, 

as been said m Chapter X.^ 
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Uic of s^kill . {the fewer motions a 

msa imfi to exMule, the more nearly perfect will lie become 
in ibmr performance." As regards the necond, some lands 
of Work are more productive and at the same time more 
diflscult than others. A weaver who can produce a pattern 
, in fine cloth can cam more than one who tan only weave 
' plain, coarse cloth • when working for himself, ho may 
foixtelmten have to make coatee cloth because he cannot 
sen the better quality; but when working m a factory 
ho will spend all liw lime doing the best work of which 
ho b» capable, and the sale of the produce is the business 
of the omplovor. 

One great advantage then of the facloTy*sj*stcm is the 
porsibilify of intrevduemg tbvi^ioii of labour, which icsults 
m increased produce from the tame number of woi Iters, 
and oko probably m a bettei quality of produce due to the 
greater sWil that the w'orlonen acquire. The second great 
fKlvantago is the imtsibility of Ui'Uig machinery. A first 
glance into c largo factory is very confusuig ’ there is steam, 
and noise, and there are many pieces of metal moving very 
quickly in complicated ways; but if a student can look 
closely at anj’’ one of the machines, ho will find that it is 
doing , exactly the same kind of w'ork as a labourer or artisan 
though it Jh probably doing if more quickly and on a larger 
Kcale. If* for instance, ho can examine a factory-loom, ho 
will see that the shuttle flic.s backwards and forwards just 
as ikdocs in a hand-loom, only that it goes more qmckly, 
and that each tlwead loft by the shuttle is picssed into its 
place before the shuttle rcluma just as with the hand-loom ; 
.^ilie processes are exactly the same, but the parts of the 
factory-loom are moved not by the muscles of workmen 
but by the engine, which is caused to move by steam pro- 
duced in the boiler. The now thing is in fact not the 
' u 
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loom itself but the way in. which its parts are caused -to 
move ; and this is true of practically all the Tnn/»biTifi.q that 
^ can be seen m factories It is possible to make a machme 
which vtU perform any regular motion that a man can 
perform,^ either movmg thmgs back and forward, or movii^ 
them up and down, or movmg them m a circle and in 
all factories the question whether any particulat grade of 
work shall be done by men’s muscles or by mn.nbiTipI<j is 
Bimply a question of cost, and maohmes will bo used if they 
can do the work more cheaply than men ' 

In the weaving factory which we have taken as an 
ustration, it is probable that the employer would find that, 
he could do better busmesa if he put up an en^e and 

^ hand-looms with which, he 

a e He would then be able to produce a very much, 
^eater quantity of cloth with the same number of workmen,, 

onW f ® ^ spend their mu8-: 

in “yvorldng the looms , they would be employed 

that PT 7 stopping them as required, and m seeing'. 

This change would 

of ninrii ^ ^ the weavers had acquired is no longer ‘ 

sense ^ '^eU-made machme is more skilful m' this 

the reouirefl^^ trusted to go on makmg 

In place tben^f “ ^P^ ™ propm., order. 

«kill. the Lployer will now- 

knows how tnT meohamc who 

that It B ..BebsTto kwp'^e'd ““f * ° 

ep SKiiied weavers, and imght’ employ 

^Machmes can even be ' 

mental processes . , perform some of the sunpler, 

commonly employed up figures ore now very 

Isnown in India, because “ y®* ' 

Mlanes that are very low to do ariaimetic can be got for^ 

European couxitnes spared to those that must be naid in 
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TVAm»si f,nA !],.■> ,xi Jow^r \vaj»i, , 

lilt* uUit’viJK'i ; '^n o? \vu«j1>S mi )h* the only 

v.v.ni I W haio'lucM for jn» |iirtiii; 
of tt-ivlu?*, Uo- tfn;u* 1>> Ininlf iiud nko 
fo: <?nTi[ot’~ ; \nl {k^’ i'niidoyor 

« 1 T<innin>iiiU! ro n i to j'r.'p.in; tho >'tvm v Jiicb 
l'-»'t *rb' ^'‘ p'PuM t Ih ft li' iv r4*^<» f«<?toi-y, prf’ftlncing 

ptob'ddy T{^‘rv^o!oJK tb^n ^in^-foriucniy pr^dui-oil f>y iho 
vi'^Vor VirtK'-.m hi 'K*’IiThbonrh<;H> ! mid pr»*<incmj? it at 
h «■» j-D tb?d jjtvfyb’ vhn «on* ob/th cu«H K'lti'-fv tlidr 
imtr- tl.i'fipty ihnn hoU^n\ Tit*' fA<t*>ri ^^ou^d 
|fmvit}} *nt‘s4’»ym<'^i f<’r a I •.yg*'' imml»cr of ; !»ut on 

lH*»<rtb«jr!r,u4 it nu^i/t dr|ihomo>>{ of tbonrtt'in-imacr-' 
of tL« i.H'-rKtjt ill tuur of Indlbovvl, hoctiuhc thoro 
h*’ lifi jrjjv !*,►>'''« ii r 'iu'it »lio.v oonld prri'liux* 

P Itstn-i ?K»i tv' i-ttpir/*'*-? tint ino'i fv'fonra np m 
ti.f' way thnt hr'’ J>*' n d*""" nirf**! for the h'^ht of iJUit.fratum ; 
lire Sttii hieiors' dM j rohnW,, tjro'A np gr.idoallj, hut now 
thn.i nnd rm’thfnK of a. footoTy oro well tm*k i> tot'd 

WRv'v fisotori"'' i*n, phnnod *Aith tf.niplotc etpnpno'nt nnd 
ominf’dims. ond In ■'•jin*' induMiicft »t leapt Ihi's ikMijtung 
of faetnn*’' fo*-nia ft rojiaralo profo'-mn Ihd whet hoi 
fv^t/irhi^ r.re '•vOt «p comphU, vi* whothd thej develop 
fmdonlJy ftojn 'vmUl the gomral fcatmoa of 

-Ifio far lory '"v’sf^nt are the lamo 'Jhc.«e features »my bo 
too'fpitnlated folloV’p . 

fi) The bu'iuf^'' of buying, rolling an«l mnnajrmg is 
ro|e.mat#'d from th* ftfinal w'ork of jjioduotion Iho huMness 
w maiirtgod by the mnployci, nnd tlu* is done by (Iio 
wodtinon vboni ho payt^. 

The workmen have nothing to do with the Riipplv* 
of capital, •vvl.i**h k pmt t»t tho vnipIojoFn bufiinesa, imd of 
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of Sl^ andlTr introducing ihe4,™i 

producine to thn in ? \ aa to reduce the cost'ofl 

tiou makes the pro toonTa t 

JL ... ., ITOQUction much ffreatm* +.TtnTi TTr^^ia ^ 



(4) The mtroctaonTr . 

the amount of tJiA ux wlule it' increases;': 

nmubex Tpel oSt :rf proportion to ^he^! 

some classes of the peoplTof t? mny^ deprived 

<iey knoxr how to do ^ ^ nnly skilled work which 

a much laigM^mTmftTf iactorjr-system requires 

production Buildmf»<! i^^an the system fit miall^ 

all veiy costiv and n i * '®'*’'n^*a^'gincs and machineiy, are , 

paymg wages and othar ' i^njing matenals and foi'.'! 

tHo produce is sold 

gencially possible until „ factory-system is mot,' 

progress m organising in made considerable'^ 

nidmduals toSlr 1 , 8avmgs'of> 

large enterprises Thn dp quantity lib be?used forrV 
next subject that claims our attest? methods is the r! 



CHAPTER XVI. 


OBGAlSflSATION OP CAPITAL. 

The organisation of capital is a subject of inteiest to 
students of Economics m all countries, but m India at 
the present time its importance is exceptionally gieat. 
We have just seen that the industrial progress of the 
oounijy is dependent o n JJns,. organisation, 
t]ung.^is,^rujB, of .its agriculture^, the,Jbidian- cultavatoi 
POgife, more than anything else, fa^tws JEjor.obtei^ 
capital on reasonable terms in order that he may get the 
b^t resuffisl&ibm the land wfiiclinie occupies and the laliour 

■ whi ch he funushes ^It is no exaggeration, therefore, to 

say that the organisation of capital is mdispensable to 
ihe development of the wealth of the whole country 
' We have seen that the accumulation of a stock of wealth 
IS natural, m the strict sense of tliat'wofd , that is to say, 
or^ary people are likoly to save up a stock of wealth when 
they have the opportumty of domg so, and the opportunity 
when they can satisfy ther^immediateTvanfe without 
pdhFuming'all the'wealtli'whioh theyprpduce It is doubt- 
ful^' however, whetW’ the use of accumulated wealth as 
capital can be called * natural ’ m the early stages of most 
commumties the intention of using the stock of wealth to 
produce more wealth is not generally apparent, and a large 
portion of the stock is more probably mtended for 
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consumption when tho need arises Certainly in India only 
a smaU part of the existing stock of Waltrh5rim‘^a^' 
m order to hp used as capital prohaWy mostlSTtTiash'een-- 
saved primarJy in order to enable tho owners to hve through . 
a time of famme or some similar calamity And so long as ‘ 
a man hves m fear of bemg robbed, it is not lilcely.thaVa'. 
large part of his savmgs u-dl be used for production , Iw’ 
is more hkely, as we have smd, to keep them in gold and ; 
L Jndden or carried safely from place to ] 
^ ^ strong government has been established^ 

, such action ceases, but the habit remains ; 

f ‘ « vorylaFg^aV 

concealed ^ ^ ^ ^ wealth * 

treasures nf on -o ^ ^ of hoarded - 

probably eonsi Nawabs , but the -bulk of it ' 

people keep Wdep aw»rmTal,Tf 

spend them. ^ they .find, it nroeramy to 

ae^Ir<rfto^Sni^'L'’fr ““'“‘I®’ 

a stock of wealth wifTS j ^ ^ people save up 

.n piodueC^dToSt 

smce the employment nf “icorne from its use ; and, 
condition for a lareelv is a necessary' 

^ onpoi^eS to Sl'Ttr: r""”*-® 

onKsvator or on artisan need! . 4V 

for his work but he may have?! 

he needs to use as capital and I?®®"" ' 

troo of landholders i ^ generally 

even labourers often ho V Professional men, while' 

ave small savmgs available for employ 
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tnontv Wlien 1;he owner of capital cannot Tum sfilf employ 
it in production, he usually lends it to some one else who 
promises to pay interest for its use , and this practice is of 
course common in India m the case of those classes who 
make a profession of money-lending as well as m other cases. 
But it IS sometimes difficult for a man who wants money to 
know who will lend it, and it is very often difficult for a man 
who has a httle money to know who wants to borrow it ; 
bhe &st great steii in the organisation of capital is the pro- 
vision of mtermediarics who will take money from those 
who have it to spare, and will lend it to those who need it 
rhese mtermedianes are known as Banks Banks perform 
a large variety of functions, which students •will have to 
study m detail at a later period of their course , but their 
primary function is to collect capital from the people who 
possess it, and lend it to the people who want it In order 
to collect it, a bank announces its wilhngness to receive 
money on deposit, and promises to pay mterest for its use, 
and to return it at a fixed period after receivmg notice that 
the owner wants it back , and people who trust the bank, 
that IS who beheve that it mtends, and is m a position, to 
carry out its promises, hand then money over to it. On 
the other hand people who want to borrow money go to the 
bank to get it, and the bank will lend it to them if it trusts 
them to pay the mterest and to return the money whdn the 
penod of the loan has expned.^^aturally, people -will not 
, do the work of a ^nk for nothmg^ it aims to pay as low 
mterest as possible on deposits, and to charge as high 
mterest as possible on loans , and the difference between 
what it receives and what it pays constitutes its moomej^ 
part of which is used m paying salaries and other expenses 
of management, while the rest is kept by the owners of the 
bank. 
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) 

♦ 1 ' 

Banks aixj now faimUar institutions in most Indian citiesj 
Tlxo early ones wore started By Europeans who were faraihat 
with the sj^siom in their own countries, but the eyktem i& 
now homg adopted, by Indians who have seed its'etiotiess. 
At picsent ve aro concerned only with the aid which b'anlvs 
provide m production ; tins may be very great, because 
they can lend the capital required by employers, in' ouIct 
to buy materials and to pay w'agos and other o^ons^ pi 
production, the loan being repaid when the goods.mad^ arc 
sold , and m fact a large proportion of the resources ol 
banlis aie employed in tins way, and the system*of factory- 
production IS thus veiy greatly faoihthted. ' ^ f 

Tlio ordmaiy banlrs cannot, however, provide "‘all th( 
capital that producers require, nor can they coMeot all the 
money that is available for use os capital “ThoiE chic; 
hmitataons are two 

(1) They caimob safely lend a loi'ge proportion of thor 
j capital for such purposes as the purchase of buildings or thi 

puiChase of machinery ’ 

(2) They cannot either lend or borrow in small sums. 

(1) We have said above that a hank must ho ready b 
repay money deposited ivith it when the depositor Avaut 
it ; if it IS not ready to do this, people ivill not trust it witl 
their money Now suppose a hank has lent all the mqnej 
it possesses to men who have spent it m huildmg faotone 
and settmg op machinery, and then the depositors waii 
t eu money hack The hank has no money to pay them 
it has only the promises of the men who borrowed th 
money, and if they cannot borrow' it somewhere else, thei 
the bank must tell its depositors it cannot pay'thein. B 
other words it is bankrupt, and it is most unlikoly^tha 
anyone would ever trust it wuth a deposit agam. This i 
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it-' ^ 

an cxwome case, but it illustrates one of the fundamental 
principli^ of banldng, that Ibo bank^miigt^^ays ,be ^ a 
position to payjivjiat is_due_from it, and that most of its 
money can be lent only for .short peraods_pnd"^itj{^^a 
Reasonable "certemty of getting it back ^t the ^ end of the 
period. While therefore a bank is ready to lend money 
to any employer whom it trusts, to be used m the expenses 
of lus business and paid back after a short period, it will 
ver 3 '' rarely lend money for purposes such as building a 
factory or buying machinery 

(2) Li ^jraotioe banks find that the. exp ense^jantLiisk of 
doaling-in very small sums is so. great that no profits jcesult. 
Some banics, which- are anxious to get capital together 
qmekly, may take deposits of as little as ten rupees, but it 
takes a long time for a man willi a small income to save as 
much as tins, and, m order to make the savmgs of the people 
available as capital, institutions are wanted which wiU take 
every rupee as it is saved. Similarly a bank will not lend 
to ordmary cultivators or to artisan-producers, because it 
could only trust them with very small sums, and it is not 
worth its while to lend a rupee or two at a time 

Banks then by no means complete the orgamsation of 
capital that a country requires for production One great 
need is for a sj^tem of supplymg capital for purposes such 
as starting and equippmg factones the other is for deahng 
with capital m'sums too small for the ordmary bank to 
bandle. The first of these needs is met by the estabhshment 
of what are known as * jomt-stock ’ or ‘ limited ’ compames ^ 

* ‘ Jomt-stook * means that people jom their capital together , 
stock, it will bo remembered, is the old word for capital The word 
‘himted’ has a history ITnd.or ordinary law when people 30m 
bheir capital m an nndertakmg, each of them is liable for all the debts 
of , the imdertaking, not merely up to the amount ho has contributed 
but up to the whole of his possessions It is obvious that people 
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There arc, o£ course, a fewr mcti rich enough to huild 
fftctoru'S and sot rip expensive maehuiory aith then own 
capital, and many small fact ones (such as col ton-ginamg 
mills) have been started m this nay m India But largo 
factories, such as spimung mills or ironn orfcs, require each 
many lakhs or oven some cioms of capital, and if thov arc 
to bo started m coii'uderable numbeio it must bo done by 
the contributions of many people When a foa men decide 
to start a factory, they usually fonn thcmgelves into a 
bmitod company, and ask other people to ‘ take shares,’ 
that IS, to subsenbo fixed sums of ten or fifty or one hundred 
rupees tonards the capital nhieh.tho company loqmrcs. 
If enough shares are taken, the money received for thorn 
13 spent m settmg up the fact on , further capital for working 
it IS hoirowcd if necessary from a bank, and the profits 
made by the factory are distributed to the sbarcboldora 
m piopoition to the amount of their shares Thus a land* 
holder, or a pleader, or a raagistrato, or anyone mth capital 
available, can take shaies m ironworks, or cotton mills, 
or jute mills, or coal mines, or other productive mduslrieis, 
and receive m return an income, tho amount of which 
depends on the success with which the industry is carried 
on If he wants his money back, he cannot as a rule claim 

would very rarclj join a company on iTieso term'*, when an incora- 
potonb or dislioncsl manager might incur dobta that uouhl reduce 
them to poverty, and tho system of limited liability was dovnsed to 
remove this drawback. A company which complies with certain 
formahtics (ono of which is tho use of tho word ' limited ’ m its titlo), 
has the pnvilego that the habiht\ of each shareholder is limited to 
tho amount of his share , if ho has promised to contribute a ehoto 
of 100 rapees (eithor paymg tho whole sum at onco, or paying a part 
of it and promising to pay tho rest when required), ho cannot m any 
cirevuMtances ho required to pay more Ihon this , ho mav lose it 
« 1 is a failure, hut tho rest of his property is m no way 

anooted A man who takes a sharo m a * limited ’ company tlius 
knows that his liability is limited , 
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itfioitt the cdmpany, but he can ^ell his share ; and on the 
'other hand a man who has money can buy shares m existing 
companies instead of contributing to new on^ ^^Ihe, 
business of buying and sellmg shares is now so large ^en 
m India that there aje brokers in Calcutta and Bombay 
and some other cities who make it their prmoipal occupation, 
and 'arrange for buying and seUmg shares m compames, 
just as other brokers arrange for buymg and sellmg wheat, 
or coal, or jute Thus a man who has capital to employ, 
but does not want to engage in production for himself, has 
now two ways of disposmg of it he can deposit it with a 
~"bank and receive mterest, or he can go to a sharebroker 
and buy shares m some compames, m which case he receives 
'the profits due to those shares by way of mcome. 

‘ The variety of compames is very great, and 'there are 
often difierent kinds of shares, while important questions 
' arise in practice as to their constitution and management 
The whole subject will require much study at a later stage . 
lOur present purpose is merely to show the function that 
these compames perform in production , they can collect 
a large capital m relatively small sums, and thus make it 
possible for men of enterprise to start a factory with much 
more capital than they themselves possess. ^ 

But though the shares m a company may represent 
relatively small sums of money, they are not small enouglf 
to attract the savings of the poorer classes Special 
institutions to effect this object have been estabhshed m 
many countries under such names as savmgs banks, people’s 
banks, provident societies and the like, which are designed 
to receive very small sums, in some cases as httle as an anna 
at a time Various ‘kinds of. banks too have been devised 
- to meet the needs of small producers for capital by givmg 
, loans in very small sums. In India there is as yet no general 
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best, and each village tends to give np th 9 se crops that, aae 
most difficult to grow successfully. For instance, there 
IS much evidence to show that formerly most looahties in 
northern India grew both sugarcane and cotton, the formei 
to supply the inhabitants with sugar and the latter to 
furnish material for their clothes. But this condition no 
longer prevails it is now comparatively rare to find a 
locahty that produces both sugar and cotton m large 
quantities The two crops do not require ]ust the same 
dimate, sugarcane wantmg a moister atmosphere than 
cotton , and sugarcane is now more largdy grown m the ‘ 
relatively damp country near ib.e Himalayas, while cotton 
IS found mamly m the drier country to the south and 
west Majiy yffiages, that is, no longer satisfy the wants 
of their inhabitants for sugar, because it is" oKeapeflEnod 
'more convenient for them to biy's^M ^"'to'i^w, 
sugarcane , and many villages grow no cqttonnt aU Jiecause 
^ey can buy the clothes they want with the money they 
get for their sugar or other produce This specialMafabn" 
of Land is undoubtedly an advantage from the pomt 
of view of production, because the land is used for the 
crop that grows best on it there is, however, the draw- 
back already mentioned, that the cultivator has to know 
what IS wanted by people at a distance, and may find 
his busmess senously upset by a change m their wants 
Specialisation of this kmd is not confined to the case of 
particular looahties m one country, but apphes to the whole 
world thus pr^ticaUy all the tea thatj8,,drjinfc in Europe, 
Africa, Amenoa and Austraha comes from toree parts of 
Asia Chma, Ceylon, and a limited area m Bengal^^d 
Assam, while t^ jute g'ro^ m a few Bengarffisimefe,,,^ 
makes the sacks in which nearly the whole of th^ worM’s"^ 
trade m gram and oilseeds is earned. 
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Ano#ltc*r mAnncp of (ho 8pocml«tation of Land m found 
in tlm of parbcular induptncs E\oji in tho 

of m-irk^n-proiiwotion on a fiiiiaU •^cate tlu>5 lotmhsaiion 
has hcijim . pfurtjculnr (ouai*-, and particuiai streets )n the 
sajue tovnn, got a reputation for some particular product, — 
Pother- worK% or bM*v*i-uftro, or what over it may he ; 
jftopfi* go then? to hny the things for which the place is 
known, and artisan'^ go there hecauco (hoy know that they 
o?in sell their produeo, and that the mntenah which they 
nc«'d iJ3n ra'iiiy he pnvure<h Thus, almost ovoryone in 
norlUcni India has lieard of the bi:3SssJiaro.o£3fpradabad, 
or the slUvr-irork of T/iieknow*, and tlu^e cities supply 
thfijr wasn^. hot only to many parts of JLudia but oven to 
, foreign couhtrie». When the ffictory-sy&tem estabhshes 
tVsetf. the Voheideriiiions that delermine where an industrj' 
phall 1« earned on arc somewhat difletent, but tho result 
i* the '•aine : each mdtislry tends to be established in one 
or tiM»re localities, and ctfics or towns become specially 
edapted to tho n«?e<K of a few’ industries Thus, almost all 


'the jute mills in India are close to Calcutta ; Bombiu', 
AhmaoHoad and CawnTiore are known as the chief centres 

-■Jr •" ‘•'-•.-.VI. •\ 


of eofton-*p5nning, and so on. Tliis locahsatjon of indus- 


tiief. conducted on the foctcry-syslcm has important results 


for production, winch are discussed m the larger treatises 
on Economics ; at ])rc»enl we are conccnied onty with tho 


fact of localisation, that is with tho specialisation of par- 


ticular localities (or production of a paiticular kind 


Kexl as regards specialisation of Ijabour, This exists 
to senno extent oven in villages, whore wo find artisans such 
as carpenters or jiottors, and servants such as^wnshoimon 
bpt most of the residents in a village are employed in the 
largo vanetj' of operations that arc included m tho tom 
^liivatlon , and even the artisans and servants often sj^end 
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i 

part of their lime m this less-spedahsed work, since the 
carpenter and washormem and so on frequently .cultivate 
some land in addition to doing their specialised work. ‘ It is 
'not difficult for us to think of a village without these 
specialised workers cultivators and their famihes could 
make their own implements and do all, their own work, 
but -vvo can see that even m the villages that have made 
least progress this process of specialisation has begun 
When we come to the second stage, the speoiahsataon is 
obvious * the^a rtfe an sati8fies,xoiX-feX..of,,^_,Qwn wa:^ ^ 
direc tly, but_depen^f<^his hvehhood ^n^lns^ success' jn 
satisfying^ a, fejs , particular wants of qther^people- Thus, 
the brass-woiker can satisfy no want of his oivn except a 
want for vessels or other things made of brass , in order 
to get food and clothes and satisfy all his other wants he 
must find other people who will be satisfied with what he' 
has made And m the third, or factory, stage of production, 
this process of specialisation is as we have seen carried much 
furthei the whole busmess-part of production is done by 
one set of persons, and the labour by another set , and only 
a small proportion of the workmen could satisfy any smgle 
want of their own The person who merely knows how to 
V manage a maclune-loom could not make a piece of cloth 
by hand any more than the dnvor of the engme could ; .ho 
can only carr5' out one step in the series of processes by 
which yam is made mto cloth, and his work is useless 
without tliat of the other grades of workmen who carry 
out the mnaming stops 

And m the same way the tendency is for Capital to 
become more and more specialised ,Economiste usually 
divide capital into two kmds, w'hioh are described as *jfi;s^e4’ 
and ‘ circujflkng ’ . ctrculahng cainlal is consumed "in a 
single or, m the words of Mill, “ fulfils the whole of its 
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ofiwejii tUo^ production engaged, by a single 
use ” ; ^c^^capital lasts longer an d fr equ ently used, or, 
to quote lliil again, “exists in^a durable shape, and the 
reliim ” to it ** is spread over a period of corresponding 
duration ” Thus materials, &el> s-ud money^or gram for 
paying vagos are circulating capital, but buUdmgs or 
macbinery are fixed. Now the whole tendency of the change 
in methods of production is to increase the amoimt of fixed 
capital, and to employ more of it in a highlyjspeoiahsed form. 
The cultivator has verj*^ little fixed capital * most of it — 
his cattle — can bo used to do almost any land of work, and 
his few" implements help to produce the means of satisfying 
almost all his wants. The artisan too uses little fixed 
capital, but it is more specialised : the tools of the brass- 
worker for instance are of little use except for woriemg brass 
In factories the use of fixed capital is very greatly increased 
parts of it, such as the buildings and the engmes, are not 
absolutely specialised because they could be used (to some 
extent at least) for production of a different kmd to that for 
which the factory was designed , but most of the machines, 
as distmguished from the engines, are very highly special- 
ised indeed, and -v^l serve no purppsepxcept that for which 
tjhfiXJ? ere made. And the process goes even further, because 
as the factory-system develops, fe^tojies^are set-up jto luake 
machmes for use m other factories Thus m soine parts 
of the'worldibliere are factohes wliich make notiimg but 
macTuhe-looms^* Q%ers may make notbmg but spmning- 
m^lunes'^i' others make only machmes for grmdmg grain 
or nressma oilseeds , and the machines used m these maclune 
factories may be very specialised mdeed. 

' 'Thus" the tendency to speciahsation exists m the case 
of all three factors of production The same prmciple may 
be looked at m another way ; the size of the self-supporting 

I 
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economic groups increases progressively At first we were , 
ooncemed with, the residents of only a smgle village, or 
group of viUageSj satisfying practically aU their wants 
directly by their own produce Then the area widens as 
the villages satisfy some of the wants of the town and the 
town satisfies some of the wants of the villages. The 
process of extension goes on until we must now regard 
the population of the whole civihsed world as formmg a 
smgle self-supportmg group, smce it can hardly be said of a 
Smgle country that its products satisfy all the wants of its 
inhabitants Even m an IndiDn village one now eiqieots 
tafindjnatchesjrom Sweden or,No:^ay^orJ^anj oil from 
Rum^ or Burma or America, olpth mi^e m^ England out 
of American "cotton or Austrahnn wool, articles of metal 
obtained ^fronij^England, Spam, Mala37Bia and many other 
comtries, glass from Belgium or Austria, and so on , and 
' m-aaCOTdinary'to^ oim caii I^d..,pjp4ucts jof almost, every 


country m the world on sale to satisfy Indian wants And 
tlus IS equally trae of other countries , Englishmen satisfy 
their wants with the products of every country to a much 
larger^xtent than js.the^case m ^tadia, since even their food 
IS very largely brought from abroad ; and Indian products, 
such as tea and jute, are to be found m every country 
If the question is asked how this development hM been 
brought about in India, the answer must be that, while 
many causes have contributed, the most, important single 
factor has been the mcrease-in means of communication 
both in Jndia itself and between India„and other countries 
m India, first by roads and waterways, and then Jiy railways , 
and outside India, first by the sailmg ships of vanous 
European countries and then by steamships The mdustry 
of transport, or movmg goods, is itself productive, as has 
a ready been explamed , and its development has rendered ' 
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jwwsible iho great ineteaao in product jnu that has taken 
ll»us the nio^l un}>or(ant na ^^eIl as the most 
p<irts iff Indiati eeonomio history he found 
to deal nitli the devciojunont of comnuuucations. 


JCoTjc TO CpxpTszn XVtr. 

ledum Ftiidents <r«umt fnfl to notice the clr^o oonneclion 
tim^ e\si.'»i» the modern ‘■jnUtn of easio nnd the graJnal ■ 

*|wialj/5a*tioo of }o!«i«r «}»ielt him l»een pointed out in this* 
ehapter. Tl»e chu'^icnl Ihndn Miitinci- t<*II of throe super«or 4 
ea-tt'«5, Jlie Brahman prif^-is and adininhtifliora, the RajpntJ 
prinee-i and «'-arri^. nnd tlie Vto'ihya merchants and tinders 
and they cl/iy® tfw rc-t of the pojniluiion ns Siidras or os out- 1 
wnTt« of tniveti d'veent. But th<v>e lower cK‘''«e‘* am now found? 
organi**«l on n eaatO'avi'h tn as •^Iriet ns that of llie superior' 
!'Ja>‘-scs of the pwplo * thej submit wiUinely to the snmo kindi 
of iwtrietions n'gardms^ nmrrnjio. and oncli low caste has its) 
o'A n njiproprjato owipat ion Knrthor, n (ondonev is not icealdol 
for ch6te,i tn suhdi'ejdo as th'»ir oceiipniiona su1xh\ido, and, 
»ruilnnce*» of tins FulMlivieion con lie found in various Consus, 
Bc*por<«. 'I he history of the cstnbli'ihment of this B\’stom of ‘ 
pastes ooiDoiding ivith the division of oecupntionR is not per- 
fectly loioam. and in the absonee of written records ninnv points ^ 
in it rtro likely to fcininn obscure , but it is reasonable to * 
^onjerture that Oie idea of hcrahiary occupation, which poems | 
to Ih» inherent in Tiidinn waj-s of thinking, has counted for ai 
gon<i doah In mo^t conntru'i, the proeoss of specialising/ 
oteupations has pone on without producing a system of casto,{ 
lx»ca«?o tlwro was no particular reason w'hy a son shonld follow') 
hh father’s occupation, but m Indian son * naturally ’ follows Ivs 
fatiicr'a occupation so tlint when a now spccinltpcd occupation 
comes into existencor d remains in the families of the men who 
first adopt it, and these families model their social relations 
on those of the olreody-oxislmg castes with w'lnch they aro 
familiar So much at least is true that the ideas of caste and 
of occupation are very closely associated m Indian thought 
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PEODUCTION CONCJLUDING EEMAEKS ' 

Befobe leaving iho subject of Production a foiv words of 
caution are desirable. The study of economic history has 
led to the eoncluBion that the development of production 
passes through the same course in all eountnes where the 
facts have been examined, and it is reasonable to infer that - 
India IS no exception, and that the factory-aj’Btom of 
production on a largo scale, which has already established 
itself in some industries, must inevitably supersede the 
small-scale production which stdl provaDs But the m- 
forence, though it is reasonable, is not absolutely certain ; ^ 
the study of economic history is not complete, and it is not ' 
safe to draw absolute conclusions from it until more is 
Imown, m particular, of the development of econormo 
processes in other parts of Asia Nations are not ahko in 
aU^ respects, and it is possible^ that tbie factor-system may 
prove to be unsuited to Indian waj's of livmg and of thinking , 
and that some other system of production may establish 
itself ^which suits the people better Students should not 
therefore, at this early period of their studies, get the idea 
that production m India can develop m only one w'ay, that 
large factories must mcrease, and that mdependont artisaPs t 
must be superseded h3’^ large bodies of workmen receiving 
wages fiom employers students may thmk that, on the 
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kno’R'n facts, this change is hkely to occur, but they should 
not regard it as the only possible development m the 
future. 

Further, students must be warned not to infer that the 
general establishment of the factoiy-syslem is necessarily 
a tl^g desired We have pomted out in the first 

chapter that the science of Economics has nothmg to do 
with praise or blame . it is concerned ^\lth what is happening 
an^what is^likcly.to happen But economists, and also 
students, are human bemgs, and they can hardly help 
%vishing to know whether a change which they foresee is 
good or bad; wlule they may, as admmistiators, or as 
teacheis, or as busmess-men, have to decide or advise at 
some time on the action to be taken in economic matters 


Students have a long course before them, and they need not 
yet decide for themselves whether the general establishment 
of the faetor 3 ’’-system would be for the benefit of the people 
of India os a whole . it is their duty, while they are 
students, to keep an open mind on this question, and it is 
in order to help them to keep an open mmd that the 
following considerations are shortly stated here, though 
a much wider study of the subject is needed for their full 
appreciation. 


Tjie first consideration is that India is a veiy poor countiy . 
Ttt_e.pjeople as a wMo want alarge increasein w;calth to satisfy ^ 
their most urgent wants many of them need more nourish- ' 
wg food, better clothes, better houses, better health, better 


education, to name only a few of these wants and any , 
system of production that ivfil give a large increase of wealth ; 


is desirable because it will give a ohanco of satisfying some . 


of these most urgent wante This consideration then is 
in favour of the factory-system, which certainly brmgs a 


large and rapid mcrease m the production of wealth , it 
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would bo equally in favour o£ any other syslom which bhould 
produce the same ic.sult. 

The second consideration is that though moio wealth 
may ho jiroduced by a change in the syslom of production, 
it does nob follow iliat the new w'calih wall lio available for 
llie people tolio loant U most , it. may possibly bo available 
chiefly foi the richer classes, the landholdora and merchants 
and employ ore,* w^o ihe^pobner ola&sccs m_ay bo jittlc bettor 
olff than they are now' Students will underetand this 
consideration better when they have mastered tbo theory 
of the Distribution of Wealth, but they can see that a change 
in the s5^tem of Production may not ho a great advantage 
for the people as a w hole, if the advantage is enjoyed by only 
a small proportion of tbo people And- the force of tins 
consideration is strengtbonod by the fact that in countries 
wheie the factory-sj'stom has dovqltyicd the result isjnot 
entirely satisfactory Some people Ihmk that the system 
of Distribution wlueh has como lAto cjJslenco along with 
factory-production is so unsatisfactoiy that it w'ould he well 
to change the system of pioductioit in older to secure a 
better distiibution of tho pioduct , ann in any case it has to 
bo,^adimtted^ that poverty* has not been abolished the 
increase of wealth The study of tho English writers on 
Economics during the nmotcenth century is most instructive 
from this point of view , some of tho earhei wntere saw fow'- 
or no draw'backs m the factory-system, which was then 
quite new , they jrecognwed the gicat increase in vvealth, 
and were confident that its distribution would be-sate- 
factory The same confidence is not found in tho later 
writers , and the feeling of dissatisfaotion often finds 
expiession m the advocacy of laige economic changes, — ; 
m proposals for Ck>-operation, Sociabsm, or Communism 
Students will latei on have -to make themselves famihar 
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, with the iiataro of these proposals, and with then* advan- 
t>ages and their drawbaohs for the present w^hat they have 
to do is to remember that the factory-system of production, 
and the distnbution of wealth that has come mto existence 
along with it, arc not absolutely inevitable m India , and 
that a great deal of study and thought mil have to be gone 
through before a useful opimon of their desirabihty can bo 
found. 




BOOK in. 
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CHAPTER XIX 


WANTS 

r 

Wx como now to consider the second main division of 
'Economics, the Consumption of Wealth Students will 
'remember that (1) all wealth consists of desirable tilings, 
or tilings that jicoplo want, and (2) that vealth is consumed 
- in satisfpng wants } but (3) that there are some wants 
which cannot Iks sxtisfied by wonith. The student of Eco- 
nomics is concerned directly with those wants only which 
can be satisfied by consuming wealth XIoTnust leave out 
of his calcuLilions those wants of human nature which 
wealth cannot satisfj^ but it is most important for Iizm to 
realise tJiat when a man has to aiiply the conclusions of 
Economics to the practical afl.airs of life ho must allow for 
th<K»e w'anls which the economist has left out of account , 
the science does not deal with the whole of life, but only 
with a part of it, W'hile the man ji ho is dealmg with practical 
afifairs has to think of the whole The science then cannot 
tell hiTin all ho wants to know ; it can tell him much about 
one side of life, but there are other sides of which it can tell 
him nothing. 

' Rut tho part of life -with which the science deals is large 
and important, as can be seen from a consideration of the 
Wyants that can be satisfied by ivealth. Food, - clothes, 
shelter, warmth and'hght^ tl^gs satisfy a very large 
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vproportiioii of ijlio ■wants of an ordni4ry,inan, and muclivtli©^ 
grea'test share of his income is usually spent m ohtainmg 
them .Then there are the mnumeiable articles wHcTi meet 

wants as conveniences , all the thmgs which he can buy 
in shops , the means of conveyance, or bf amusement, which 
he can enjoy on payment , opportunities of education, or of 
medical treatment, and so on And speakmg generally, 

-- Economics is concerned "wth all the jvants to.gatisfy which 
a man spends his income , or we may say that the economist 
IS concerned with all the wants which a man can. satisfy, 
by spendmg money 

We cannot define Wants, except to say that they are a 
part of human nature , man as we know him feels certam 
wants, and exerts himself to satisfy them And wants 
seem to differ so much among themselves that at, first sight 
it looks as if no general statement could be made about 
them As a matter of fact only a few general statements 
can be made, and consequently this di'vusion of the science 
can be explamed more shortly than is possible m the case of 
Production, but the few general statements that can be 
made are of great importance, and their meamng must be 
clearly realised. - 

Th.e,&sfe,pomt-to Jb© reahsed is that-alL^ants as© ‘not iolt.^ 
as equally urgent , wo may say that wante vary in mtensity. 
a&^fding to'lihe mdividual, and accordmg to liis circum- 
stances at the 'tuno the wants are felt , Very few people 
are m a position to satisfy all their wants, and the ordmary 
man has constantly to decide what wants he ■will satisfy 
and what wants he ■will endure, or m other .words what 
thmgs he iviU buy and what thmgs he will do without h© 
buys the thmgs of which he feels the want most m^tensely, 
and does ivithout the others Other people may think he 
has chosen unmsely, and at a different time he might make 
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WiNTS 

a different choice J but at tho lime ho decides, the jrants 
?vluo\hejalisfics ap frit by liun more intensely than those 
wluch ho endures. And so when a man is jilanning how to 
^0 praviclos for^Jho satisfaction of his 
various ^^anla in the order of their intensity, as it appears 
to him at tho moment. Intensity is not a quality of thinp 
that can he defined ; it is a state of fcohng, that is, it is 
part of man's nature, and the economist has to lake it mto 
account accordingly. 

The second point to realise is that almost ovorj’’ separate 
want^ji bo complefrlv satisfied if a man has enough money 
to pay for the satisfaction ' Tliis too is a matter of common 
knowledge, and students can verify it from their oivn 
experience. Ko want can be felt more intonsolv than tho 
want of food or drink , a man who is famt from hunger or 
tjnrst^ would giro almost evoi^hing ho possesses for a meal 
or a drink of water : but when ho^has got these his want is 
sati‘-ficd for tho lime, and he wants no more food or w’ater 
till he is hungry or thirsty again Or agam if a student 
wants a" pair of shoes, or a particular book, or a tennis-bat, 
bo can satisfy tho want completely if he has the money to 
pay for the article in question. 

If then each separate want is capable of being completely 
satisfied, it will bo thought that a man can cosil}’^ reach tho 
condition where all his wants are satisfied and he wants 
nothmg moie This condition is, however, raie ; human 
nature is such that wants constantly increase Jn number 
and^ variety, and new.^vants make themselves felt as 
ex i s ting wants are satisfied. This is the third general 
statement that can he made concerning wants , like the 
others it is based on man’s nature, and the economist has 
meiely to accept it as a fact A hungry man can be satisfied 
for the time by a meal of the coarsest food, perhaps a little 
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millet and pulse , but when a man is sure of gottmg such 
food he begms to want better food and a greateivvanety, — 
he wants wheat-floui mstead of miUet, he wants gM, and 
vegetables, and nco, and perhaps fish, and he wants all 
sorts of spices and flavours Then he wants the -food 
better served, and he wants metal dishes and vessels instead 
of the earthen vessels which at first sufficed him A man 
who wants clothes is satisfied at first by a coat and waast- 
oloth of the coarsest cotton cloth , when he has got these 
he wants finer cloth , then he wants a change of clothing, 
he wants shoes and a cap or turban Then he begins to 
want a greater vanety, warm woollen clothes for the winter 
and peihaps silk for the hot weather, special lands of clothes 
for games or for iidmg or other pursuits, and so on ' The' 
young pleader may be only too glad to be able to go to 
court on an ekla or in a tramcar, but as he gets richer he 
wants first a trap and horse of his owm, then a carnage, and 
pair, and then perhaps a motor-car These are only a few 
obvious examples of what is almost an universal tendency, 
and students can supplement them readily by their own 
observations They •will see that most of the people they 
know are never completely satisfied, but become conscious 
of new wants as the old ones are met, and that they have 
no difficulty m disposmg of the -R'hole of their income, 
how-ever much it may be mcreased. 

while the tendency for new wants to arise is almost 
umversal, the rate at M'luch this tendency operates differs 
, greatly among^pepple m different^conditions,j;rfJ|ifej this 
jis one of the chief distinctions that can be obsSved in 
’exammmg the hfe of the mhabitonts of T-ndia, at the present 
, day In a -village lying far from the railway we shall usually 
'^find that new wants arise slowly, and that some at least of 
Sthe mliabitants may almost be described as ‘ satisfied/ that 
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kv thpv art* not cr^n^ohnist of any int<jn«fo, un'*otKfio<i nante. 

iJiiii ctmdjtiosi was not tinconmion ^^hcn the 
Tjlhge-? %oiv Tsjnrc nearly in what ttc have i5j>okeu of as tho 
gts!r-i*up|vorifnfir i^tsge ; it m now certninly less uncommon 
w» the rilhiac^s than in the towns, and among the villages 
it hr'cojner Iasw common ns hnovleflgo mcreascs Xim chief 
thj‘‘iact tp Jhat ft want hpcome:i much more 
C'leaTly felyMhen IHiunc^uisHsafi^fymgJl are.ltnomi ; as 
rtf'plejstJmwixic^eJueren^i of new means of 

of which tln^y have JjithertQ been ignorant, 
ami they hegm to want similar sat inaction foi tlu*m*>clvcs. 
To take ,'.ii ilhi'jtnilinii j before motor*ears were invented, 
oven iverUhv j^^ople wem fairly ratisGcd with horses and 
ta: ringe-? ; ilioy nnght feel the wont of better horses or more 
eomrortabJe cS'TiaiTf^, but (hey were not conscious of a want 
for an alt«v'eihe! different form, of convovanf^j. But when 
motor-cars w‘em invonfetb a few of ihcin appeared in 
India, |«j<ple soon l>eg.in to feel a want for them, a want 
th.l1 could net be satniicd by horses and oarriages ; and 
wiienevtT a motor-car was brought, into a neiv district- Iho 
want made itself felt there, until now there are somo motor- 
con' in mr>r,i districts, and there arc many people who fool 
the want of them but arc unablo to satisfy it. 

This evjunfile illustrates the ivay in which now wants 
ari^c* tcQpi Jncrcased J^«( 03 vlw^go ; knowIodg^ifLCOuatantly 
IncrciUring.jiotilkCt'Ply ihrough education but^througli iho 
.oUrado antLof ihe jiractjco p£.,tra.yclhng jUiat 1ms 
^T<dluw,C<l on the cpnslnictjon,plroUway8^(’an(l it may bo 
( Hgirl ti«U>-ihc rate at wluphyianjs multaply moreascs w'itli 
'^'‘ the^sniead of know ledge, ia not hkcly, theroforo;itH.at| 
the pixigress of the count ify mil lead to a condition in which 
a larger proportion of the people nio completely satisfied 
"than is the cas>e at present ;j^on the contrary, wo must 
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expect that though people may he able to satisfy more and 
more wants, new wants wiU juMe^mpre jandt-mpre^jgimcKj^ 
so that there will always be unsatisfied wants 
As regards wants then, students should realise that for 
the ordmary man^w'ants vary m jntensity, and that,paoh 
separate want can be satisfied but that .as old wants jai;e 
satisfied pew wants anse, so that it is very rare to find 
people ivith no unsatisfied wants, and the number of such 
people IS more hkely to decrease than to mcroase In the 
next chapter we shall glance biiefly at a few exceptions to 
these general statements. 


CHAPTER XX. 

WANTS {Qonimued) SOME EXCEPTIONS.' 

The exceptions to the general principles regarding men’s 
wants" which are considered in this chapter are not of great 
direct importance for a preliminary account of Economics. 
It would he possible to leave them- for consideration at a 
later stage, but it seems better to say a httle about them 
now, partly because they will illustrate further the nature 
of wants, and partly because some of them may occur to 
students, and may appear to contradict what has been said 
above 

in the first place, there are cases wh^e particular wants 
dp not seem to be capable of satisfaction, so that the more 
a man has of a particular thmg the more of it he wants 
The love of display is one of these ^ Some people want 
above*air*tfiings to malre a display and impress other people 
by the magnificence of their houses, their clothes and jewels, 
their horses and carriages, and generally of their way of 
hvmg , they are always spendmg money on fresh objects 
of display, and never seem to be satisfied ''T^is_excnp-tiQn 
i s apparen tjanly, because the love of display is not exactly 
a simple want such as the want of food or clothmg , it is 
made up of a very large number of simple wants, and as 
each of these is satisfied new wants apjiear At one time 
such a man will want to buy a fine carnage ; havmg bought 
it, he is satisfied for the moment, but perhaps a few days 

K 
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later he wants a motor-oar, and so on. Or he buys an 
embroidered coat which satisfies him for the moment, but 
he soon gels tared of it, and buys a more expensive one 
The case is therefore an illustration of the prmciple that 
nevr wants are constantly arising, rather than an exception 
to the rule that wants can be satisfied completely 
Another exception to this rule is the want of pojrer 
Some men want power over othor'men more than anythmg 
else ; they will do anything to satisfy the want, but the 
more jjower they get, the more they want This lust for 
power has been a common feature in the past history of 
India, at times when any successful ofScrar of the Emperor 
might aspire to set up a kmgdom for himself, and it accounts 
for many of the Mars and rebelhons that were then so 
common , it can no longer show itself m this way, but its 
working may stall M observed m the social and pohtical 
^ hfe of the country ' This exception se e ms to be rea l, that 
’ IS to say, the lust of some men for power caimot be satisfied 
But such men are not ordmary men, and the economist is 
concerned vith the wants of ordmary men ' ’’ 

Another exception of the same kmd is the miser, ^hat is, 
the man whose greatest pleasure is to accumulate material 
Mealth, usually m the form of gold, or silver, or precious 
stones. He does not want wealth in order to spend it, or. 
to secure power or position, or to make a display he only 
M’anls the IcnoM ledge of his possessions, or sometimes to see 
and handle the coins or jewels, and the more he has of these 
the more he wants This, hou'evor, is certainly not true 
of ordinary people misers aie sometimes considered to be 
mad, and though mo may not go so far as, that, M^e must 
regard them as altogether exceptional ^.;|,the economist 
therefore can disregard them, because he is concerned "with 
ordmary people. 
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' WAjNTS* SOME EXCEPTIONS 

Avhoso'wants'do not 

seem to increase m number and varieiy taie Voin^onest 
case IS that of tM religiou s asce tic probably most students 
have hearcTlof wealthy men who have given up all the 
enjoyments of ordmary people and adopted a life of religious 
contemplation, perhaps even going so far as to depend on 
charity for their food. Such cases are not rare m India, 
though they cannot be described as ordinary ; that is to 
say, the ordmary man does not adopt a rehgious way of life 
as a matter of course. What happens in this case is that 
a single want or group of wants — which can be satisfied 
only by certain ifehgioua experiences — ^becomes so uitense 
that all, of almost all, other wants become unimportant 
m comjianson And this particular want is one of those 
which cannot be satisfied by wealth, and so is outside the 
economist’s provmce. He knows 'of its existence, and he 
has to take note of the fact that the Production of wealth, 
as well as the Consumption", is diminished in a community 
where any considerable iiroportion of the members adopt 
a religious way of life, but he cannot argue about the 
satisfaction of this particular want, because it cannot be 
- satisfied m the same way as the wonts with which he is 
‘ concerned ^ 

. ^ At the present day tlie practice of adopting a purely rehgious 
way of hfe is probably much more common among the Hindus than 
‘among any other race or nation m the world, but it is by no means 
exclusively o Hmdu practice It prevailed very widely at one time 
among Buddlusts of different nations, end also at various stages m 
the development of Christianity Hvoryone knows that a con- 
siderable proportion of the Hindu ascetics are not genmne, that is 
that they are actuated by wants other than that of expenencing 
certain religious feelmgs ; and this has been equally true at tsimes 
m the case of other religions The English monasteries for instance, 
before their suppression m the sixteenth century, had become of gieat 
economic importance, and the monlts were largely occupied m the 
production of wealth, and in some cases consumed it freely m the 
" satisfaction of the oidinnry wants of human nature 
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possible to cufc up Lfe into absolutely separate and indepen- 
dent divisions. The economist looks mainly at the ordmary 
material wants of an ordmarj'^ man, and at the ways in 
which they are satisfied here it is possible for him to draw 
fairly definite conclusions. But the word ‘ ordmary ’ 
itself docs not provide a defimte limit, but is a question of 
degree,^ and difieront people will have different opinions 
as to the point where ordmary life ceases and extraordmarjr 
life begms. Wlule therefore the main subject of Economics 
is cle4r, the exact limits of that subject cannot be stated 
ivith entire precision It follows also, as has been pomted 
out more than once, that the economist’s conclusions cannot 
be used directly as a guide to action , before using them 
as a guide, account must be taken of those parts of human 
nature whioh the economist has not consideied 

A further limitation lesults from the fact that different 
commumtics are at any time m different stages, and that 
what IS ordinary conduct m one community may not be 
ordinary m anothei. This fact causes practical difficulties 
when people hvmg m one stage have to study books written 
in another stage To take one obvious example, m England 
the idea that a judge could be bribed to give an unjust 
judgment is practically inconceivable, and economists 
writmg only from Imowled^ of England might say that 
the integrity of a judge cannot possibly be measured m 
terms of money India is gradually approaching to this 
stage, but even now cases sometimes occur where a judge 
takes bribes, and not very long ago the practice was common, 
that 18 to say, there were many judges who could estimate 
in money the intensity of them desire for mtegrity At a 
later stage of progress the desire for mtegnty becomes so 

1 Compare the remarks on defimtions and classification m Chapter 

.rv. 
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gieat that no conceivable amount of money wnJl give nn 
equivalent gatisfaetion. An economist writing in India 
a century or so ago might have treated judges’ desire for 
integrity as n motive that came ivitiun the scope of the 
science , it is one of the many proofs of the inogress made 
by the country that ho can no longer do so. 

Students must then exiioot to meet difficulties regarding 
the exact Imuts of their science, and regarding the degree 
to ■which its conclusions can bo apiihed directly to tiio 
affairs of life . havnig said so much, we must leave these 
difficulties aside for the present and return to our considcra' 
tion of the ordmary daily wants of ordinary men ' 



CHAPTER XXL' 


NECESSARIES AND LUXURIES. 

It is commonly said that when a man as deciding how to 
spend his mcome there are some wants which he will 
arran^^ito satisfy before he begins to think of providmg 
fOT^hers, Jhe, thiags^e^ed.'ib' satisfy ^tKese'-wants 
aye , spoken. otas^l^^pQS^apgs, while the other thmgs which 
he wants are called Comforts, or Limines. The distmo- 
tion when stated m this way is not absolutely clear, and 
requires a httle more examination. If we say a thing is 
necessary, we must mean that it is necessary for some 
purpose, and we can speak either of necessaries for existence 
or of pecessanes fOT efficiency. 

Nece ssaries f or .exisjb^ce mWn t^ tlun^.which^a man 
mustJiaTein order to keep^himself and his family ahve 
£a cold countries the term includes, in addition to sufficient 
- food and drink, a certam amount of clothmg and also some 
sort of a house for shelter , m the plains of India the 
necessary amount of clothmg and shelter is very small, 
and perhaps a blanket for the wmter is all that -a man ^ 
absolutely requires, so that here the term necessaries for.~ 
existence means very httle more than the small amount 
dE gram and water that is sufficient to keep people ahve. 
Necessaries for efficiency include more than this, everythmg, 
that IS to say, :^hiohXJS?S 
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efficiently at his occupation,. Tiiliatcver it may bo, and to 
educate bis children up to the point where they can be 
expected to do as well as lie has done. In India the term 
includes, first, considerably more food than tt.nccc^a^’ fori 
existence; secondlj', a certain amount of clothing and 
furxuture, and a healthy house for shelter , thirdly, oppor-, 
tunities for medical treatment, and for education for a 
man’s cliildren earned op to the stage winch ho liimsclf 
has reached 

The difference hotneen these two clas«ws8 of necessaries 
is very groat In India deaths from insufficient, food _aro 
now so excecdintdv rare, oven in tunes of famine, that it 
may bo said that the nccessaricb for existence are ■within ' 
icacli of the entire poimlation , but on the other hand the 
poverty of the country is slionn by the small proportion 
of the people mIio enjoy all the necessaries for efficiency 
Yery largo numbois, for mblanco, arc unable to provide for 
education or medical treatment, -whUo healthy duolhng- 
houses are lare, especially in the touns , a largo proportion 
of the artisans and labourers, and even of the smaller 
cultivators, possess msufficicnt clothing for the cold n Gather, 
while m many parts of the country the food of the labourers 
IS not sufficient to enable them to do a full day’s u ork 
At the same time it must he recognised that many of 
these people, who do not consume the necessaries for 
efficiency, spend a relatively lai^e share of their mcome on 
tlimgs that cannot be described os neccssarj’’. This is the 
case m other countries besides India, and this class of 
expenditure is spoken of as conveTittorially necessary the 
expenditure is not really necessary for the efficiency of the 
individual who incurs it, hut he is forced to incur it by custom*' 
and by the power of pubhc opimon It is noTp^sible CoJ 
argue for instance that it is necessary for the efficiency of 
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Jftlwiaror fhal ho should «|xjn*l fcovoral nioiUhs* mcomo on^ 
cutort^inniciitf; in coniioction %vitK a m.miago or a death [ 
' in tho hnaUy , Imt if it is the custom, and his neighbours i 
mid oxi>eet. lura to do so, he will incur the * 

ospendiluro nnd do uiihoiit tho noc^arios for efficiency/ 
t\ineh the money might othenvise have procured. Ana ’ 
^ntie «:titdenh‘> probably know of famihea among their own '' 
actinaintant‘09 which ate insufficiently «.upphed with thO" 
necc.*«5ftries for efficiency, while the members manage to ; 
iveat the style of clothing that is prosenbed bj' tho fashion '' 
of llio time and plnco. 

Tho ordinaty man then will spend money on conventional 
ncro.s«nrios rather than on things that are reall}' required 
for his own efficiency and for the education of his family, 
and the economist has to lake account of this fact Wo can 
imagine a generous cmplojer, who is dclennmed that all lus 
workmen shall have all (lie necessaries for efficiency, sitting 
down to calouJato what wages he should pay to each of them 
m order to secure this , ho ivouJd consider tho quantity of 
good nourishing food, nnd its price,- the amount and cost 
of clothing, funuturo, houso-rent, school-fees, doctors’ fees 
and so on, and ho would pay each man a sum sufficient to 
prondc him with all he needed for himself and his family 
But if the emploj er did not take conventional necessaries 
into account, ho would veiy soon find that tho consumption 
of his workmen was not arranged in tho w-ay ho oiqicclcd. 
Some of them w onld be found eating inferior food, many of 
them would be Kving in unbealtby and badly-furnished 
houses, and their children would not bo getting a suitable 
education ; and if he enquired wlierc tho money had gone, 
be would probably find that most of it had been spent on 
these conventional necessaries, that the workmen had bor- 
rowed money for marriagc-^casts or other ontortammenls, 



154 AN INTBOBUCTION TO ECONOMICS 

and were paying to then: creditor the money that was meani; 
to be spent m keepmg themselves and their famihes healthy 
and efSoient. - ' ' 

The economist then, who considers things as' they are, - 
must allow for conventional necessaries. The man who- 
wants to improve the economic condition of the coimtry 
must also recogmse the facts, and when he has xecognised 
them he must take such steps as are possible to persuade 
the people to reduce their eiqienditure on these conventional 
necessanes, and to apply their mcome more wisely That 
> IS to say, he must persuade people to phangejjheir jcustoms. ' 
Students doubtless know that this attempt is bemg made at 
the present tune by leadmg men m various Indian com- 
munities, and with a very varymg measure of Success. 
It IS work that is well worth domg, but it is exceedmgly 
difficult, and progress as a rule must be slow, because 
people m general, and Indians m particular, are afraid 
of setting up then personal opmion against that of the 
comniunity to which they belong, and it is very hard to 
get enough people to act together m securmg a change 
m custom 

It IS not only m connection with conventional neces- 
saries that the student of Economics is concerned with 
what IS called habit, or custom, or fashion * all kmds of 
consumption are affected to a greater or less extent, and 
it IS well to have a clear idea of what is meant by these 
exiiressions In this case, again, wo must start from the 
facts of human nature, and cannot attempt to give reasons 
for those facts It is a fact, which students can verify from . 
their OUT! experience, that a man who has once done any- 
thing m a particular way tends to go on domg it m the 
same way rather than mvont different ways of domg it ; 
and the oftener he repeats the same method, the less likely 
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is he to change it ' And it is also a fact that a man who 
has to do a thing for the first time tends to do it ni the way 
he sees Ins neighbours domg it Thus a man who hves 
entirely alone wiU develop habits or customs m aU the 
ordmary actions of his hfe, m his waj^ of preparmg and 
-taking food, m Ins clotlimg and the .way he puts it on, m 
the time at which he sleeps, and so on. But, as a rule, 
men do not hve alone ; and m ordmary life they follow 
the habits and customs of the people they see about them 
Many of our habits and customs are formed while we are 
young children ; we do thmgs m the way we see our parents 
and relatives doing them And as we grow older we acquire 
fresh habits and customs from the people with whom we 
come in contact • a student on entering college models 
his conduct on that of the other students ; a young man 
entermg an office as clerk does what the other clerks do , 
and the same thmg is true in the case of all occupations 
The greater part, then, of an ordmary man’s life consists 
of repeatmg actions which he has performed before, and 
imitating the actions of his neighbours 
If all men did nothmg else but repj^atjincL imitate, no 
change could ever take place m the way of life of a com- 
munity. This, of course, is not the case. Biabits and 
customs and fashions change gradually as surroundmg 
circumstances change every now and then a man finds 
a new and more convenient way of domg a thmg, and his 
example is followed by his neighbours until the new way 
has become a fashion and replaces the old. If we compare 
the hfe of a commumty this month with what it was last 
month, we shall as a rule find no visible difference in habits 
or fashions , but if we compare the hfe of to-day with 
the hfe of ten or twenty years ago, we find that many 
habits and fashions have changed m the longer mterval 
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Thus, changes m the habits and fashions of hfe take place 
gradually , and one of the greatest differences between 
different communities is the rate at which these changes 
take place Some commumties change their habits qmckly . 
they are anxious to try any new ways of which they hear, 
and if the new ways seem better they adopt them quickly 
m place of the old ways There are many examples of 
these progressive communities The Americans change 
their habits and fashions perhaps most quickly of all, 
in some respects certainly they change them more quickly 
than Englishmen. Englishmen agam change their habits 
and fashions more quickly than Indians ; and among 
Indians, the Bengahs and such races as the kayasths of 
northern India change more quickly than most of the 
l^ajputs, or than cultivatmg classes such as the kurmis 
The rate of change depends m great measure on 'the 
opportumties for seemg and heanng of new ways A 
village of ilhterate cultivators, who stay at home almost 
all their hves, wiU change its habits and fashions much 
more slowly than a town where some of the people can read 
and write, where books and newspapers can be obtamed, 
where new thmgs are seen m the shops, and where strangers 
from other places come and go. The great^morease jn 
mea^ of commumcation, which has alreadyb^ou. mentioned 
as an inilaence on Pijoduction, has undoubtedly ^quickened 
the rate of change m Indian fashions and habits , even 
the ■pagers are affected, though less than the townspeople , 
and so far os can be ft^^een the rate of change is bound 
to go on qmckemng ^ut at the present time the rate 
of change in India as a w^ole is slower than m most western 
countries, and consequently the mfluence of habit and 
^tom and fashion on ci^nsumption is greater m India 
influence is seen m t^o expenditure on nonvenfetonal 
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necessaries which lias been discussed above, but it is exerted 
also in ^ahnost all lands of consumiition, except peihaps 
the actual necessaries of existence. Thus, even where means 
of education are available, it sometimes takes a long time 
before villagers get into the habit of sending their children 
to school : a dispensary may exist for a long time before 
all the classes m its neighbourhood get mto the habit of 
going there for treafement; or people remam satisfied 
with the customary types of houses and the customary 
amount and land of furniture when they have the money 
to supply themselves with healthier and more convenient 
accommodation. 

\We said at the beginning of this chapter that the things 
other than Necessaries which a man wants are spoken of 
as Comforts or Luxuries There is no real distmction 
between the tu^o terms Both ahlce denote thmgs that are 
not necessary for efficiency, but the ordmary use of the 
word Luxuries conveys an idea of blame which is not con- 
veyed by Comforts ; that is to say, when we speak of a 
man spending his income on luxuries, we imply that in our 
opinion he,is not spending hisjneome vnselyj^wlule when we 
speak of Comforts we imply that the expenditure is more 
of’l&s justifiable. And in ordmary practice the use of 
flie^b" words'"* depends largely on the amount of income 
enjoyed by the person whose expenditure is bemg considered. 
ThuSj we would speak of .summer clothes made of silk as a 
Comfort for a pleader or a ^merchant or a government 
official , but we should call them a Luxury in the case of a 
pultivator, or a, servant, jpr a labourer. Or a carnage may 
' be’, called a.. Comfort for an elderly landholder, while it 
would be called, a JLuxury m the case of a man in.a^moi^ 
humble position., The distmclibh then is unimportant for 
the science of Economics, and it is explamed here only 
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*' * 

because students wiU find the words used in their. later 
reading on the subject Both woidfl^ahke denote things 
which, while they are not necessary for the consumer’s 
efficiency, aie capable of satisfying wants which he ex- 
periences, \ 
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THE BEaiAND OF AN INDIVIDUAL CONSUMER. 

We have now indicated in general terms the nature of the 
wants with which the science of Economics is concerned, 
"and must turn to the way m which men try to satisfy those 
wants. For the ordmary man this is a question of how to 
spend his income, however it may be obtained , ultimately, 
■ of course, the question concerns the production of wealth as 
well as its consumption, because men produce, that is, earn 
an income, in order to consume ; but for the present we 
start with the fact that every man has an mcome, whether 
it consists of gram and other things ^vlth which he can satisfy 
Ins wants directly, or whether it consists of money with 
wdiich he can purchase the thmgs he needs The ordmary 
man has an income which suffices to satisfy some, but 
not all, of -his wants, and his object is to spend it m such a 
way as to get the greatest possible amoimt of pleasure 
and satisfaction 

' ^We will mtroduco here two words which are commonly 
used in Economics One of these is Commodity , it means 
simply a material thmg that can satisfy a want, and does 
' not bring any new idea mto the subject. It is used mainly 
^because the word ‘ thmg '' is somewhat mdefimte, and a 
..word is wanted which will convey a clear meamng , we shall 
use it 111 future m the sense which we have just explamed. 
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The second word is Utihiy • it is convenient to make use 
of this word to signify the amount ol pleasure or satisfaction 
which IS obtained by consumption. The use of this word 
also does not introduce any new idea , it is simply a oon- 
vement term to use for the quaJilaes of thmgs which jneld 
pleasure or satefaction, that is, which satisfy wants m the 
course of their consumption , and it follows naturally from 
what was said in Chapter m. as to the nature of consump- 
tion Man does not consume the matter of which a thing 
consists , his consumption leaves the amount of matter 
unchanged but leaves it in a less useful form, tibiat is', he can 
be said to consume the utihty possessed by an aggregate 
of matter, though he cannot be said to consume the matter 
itself Nor does the word utihty imply any praise or any 
blame as regards consumption, it is true that when m 
common language we use words hke useful, or utihty, we are 
thmkmg of some purpose to be served, but when the 
economist uses these words the only purpose which he has 
m mind is the satisfaction of wants, and for Him a commodity 
IS useful if it satisfies a want and not otherwise ' 

Malang use of the word utihty, we can describe ,a man’s 
object m spending his mcome as an endeavour to obtain 
the greatest possible amount of utihty In order to plan 
expenditure that will obtain the maximum of utihty, a 
man has to compare the intensity of his different wants 
and decide which of them he can satisfy and whethei 
he can satisfy them completely or not This process ifi 
fundamentally the same m all cases, but the choice to he 
made by different men differs so much that the identity 
IS not always apparent For the labourer who earns, say, 
two annas by his day’s work the process is simple Very 
nearly the whole of his mcome goes to buy food foi 
lumself and his family, and the quality of the food is largely 
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a matter of custom so long as prices do not change ; he has 
to consider how much food ho can buy, and in what other 
ways he can spend the two or three pice that may be left 
after providing for his f qod ; and he has to decide what vnll 
give him the greatest amoimt of utihty, a few more chat&ks 
of gram, or a httle tobacco, or some other luxury, or the 
saving up of the pice towards buying clothes or sometlimg 
else that he will want later on. In the same w ay the man 
who has tu enty or thirty rupees a month to spend finds that 
most of his expenditure is settled for him, so long as prices 
do not change greatly, and so long as his way of livmg does ♦ 
i\ot alter. After he has provided for rent, and for fopd, and 
other regular expenditure, there are perhaps a few rupees 
left and he has to decide how to get the maximum of utihty 
out of these , whether to buy a httle more of some luxury, 
or spend the money on clothes or something else, or agnm 
save it up for future use. So with the wealthy landholder, 
or pleader or merchant, though his mcome is much larger 
he finds that most of it is needed for his regular expenditure, 
and that he has only to think over the disposal of what is 
left of it. 

Whether then a man’s income is stated in piee, or annas, 
or rupees, or even m lakhs, most of it is spent as a matter of 
course on commodities required for the way of life to which 
ho is accustomed, but there is usually a balance or margm, 

" the disposal of which has to be settled from time to time, 

' and it IS m settling the disposal of tins margm that a man is 
really trying to secure a maximum of utihty, whether 
or not he thinks of what he is domg Some men have to 
think whether it is best to buy just a httle more gram 
some men are hesitatmg whether to buy a feu chat&ks more 
“ gin ; others may be doubtful whether to keep another horse, 
or to get a motor-car , but m aU cases the object is the same 
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to secure the greatest possible amount of utility, and as a 
rule the form that the q[uestions take is : Shall I buy a httle 
more .of this commodity, or of that ® which mil give the 
larger amount of utihty m consumption ? < In other words, 
people m ordmary times are concerned mainly with the 
hunt of quantity of various commodities, up to which they 
shall carry their consumption 
Now let us take a concrete instance of a question of ^is 
land, and see how the ordinary man ansvnrs it Let us 
suppose that a man is planmng his expendituie for the" 
month and wishes to settle just how' much grJw shall be bought 
for his household The fiist thmg to find out is clearly 
the price at which ghi can be bought, and we will tako it 
to be one ser per rupee He calculates that the house- 
hold would really like to 'use ten scrs m a month, but he 
18 quite sure that he cannot spend so much as ten rupees oh 
gill, because the money is wanted more urgently for other 
things. He is satisfied on the other hand that he can afford 
to buy four sers, so that the family can have some glii though 
not so much as they would hke Can he afford one ser more* 
It will cost him a rupee, and there are many other thmgs 
which he wants,’ the utility of which he has to compare with 
the utihty of the fifth ser of ght If there are several people 
with the same mcome m this position, we can be pret^ 
certam that they will decide the question in different ways . 
some will thmk that it is just worth their while to buy the 
fifth ser, while others will decide that the money is more 
urgently wanted for somethmg else We will suppose that 
the man whom we are considermg decides after, some 
hesitation that it is just worth his while to buy the fifth 
ser, but that he certamly cannot buy any more 'The 
consumption of his family for that month is then fixed at 
ve sers of gJii, and in the same way the consumption of 
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other commodities is settled until the whole of his income 
is accounted for. 

Ordinary people have not as a rule any clear idea regarding 
the quantity'’ of a commodity which they would buy if its 
pneo wore to change very greatly ; but when a large change 
in price comes, they have to consider the question, and decide 
on the amount to be bought at a price materially different 
from that to which they have been accustomed. It is 
possible that the pneo of ghi, to continue the same illustra- 
tion, might rise so high that the consumer would have to 
give up iti regular use, and eithoi buy none at all or only 
buy a few ohatalcs for use on a feast-day , it is also possible 
that the pnee might fall so low that he could buy all he 
u anted without difficulty , but betiveen these two estierae 
, limits, whatever the price might be, he would have to 
decide how much ghi to buy. If we suppose that he is a 
man of judgment and expenence, he could make out a table 
or schedule, showmg the quantitj’’ which he would buy at 
each price , if we follow the assumptions that have aheady 
been made, the schedule would be something hke this 

' When a set costs 6 rupees or more, ho would buy no ght 
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These figures are, of course, imagmaiy, and are given only 
as an illustration of the way in which the amount a consumer 
purchases varies with the pnee which he has to pay. When 
the price of a commodity is very high relatively to his 
income, he con'^umes none of the commodity, or at moat 



164 AN INTRODUCTION TO ECONOMICS 

buys a very small quautity occasionally , at a lower r^ge of 
prices, he may take the commodity into regular use, and 
he mh mcrease his ecmsumptioii as the ptiee faUa, urrfal'he 
can satisfy his want completely; then he will buy no more, 
however low the price may fall 
A schedule such as that which we have given maybe called 
a Demand Schedule It mdicates the amount of a com- 
modity which the consumer is prepared to buy at any given 
pnce, and that amount is commonly spoken of as his Demand . 
at that price It is not easy to prepare such a schedule 
accurately, because as we have said above, the ordmary 
consumer camiot foresee what his Demand will be at a 
pnce greatly different from that to which he iS accustomed , 
but students wiU find that the meanmg of the terms we have 
used -svill become much plainer if they try to prepare for 
themselves Demand Schedules of a few of th© commodities 
which they, or their families, are accustomed to buy. To . 
prepare such a schedule the student should begm with the 
current price, and set down opposite it the quantity of the 
commodity which he bought last week, or last month, at^ 
that pnce , he should then vary the price gradually, first 
raismg it and then lowermg it, and set down opposite each 
entry of pnce the amount that he tbinka he could afford, 
assummg that his mcome is unchanged, and that the pnces 
of his other articles of consumption are also unchanged. 
As ho raises the pnce, he will finally come to the point 
whore he decides that he would have to give up the com- 
modity, and as he lowers the price he ■will come ■to the pomt 
where ho can get all he wants , these pomts give the limits 
to his schedule, and between those limits he will have the 
qiianlities wluch he thinks he could afford at each price. 
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CHANGES IN A CONSUMER’S DEMAND 

We have assumed m the last chapter that the consumer has 
to think of only a single commodity at a time, and we have 
assumed also that his mcome is unchanged In real liie 
a man’s position is seldom so simple as this In the first 
place, the puces of commodities are constantly changing, 
and the consumer has to 'take all these changes mto account 
and fix the amount of his purchases accordmgly Usually 
some thmgs will he rather cheaper, and other thmgs rather 
dealer than before, and ho will buy a httle more of what 
IS cheaper -and a httle less of what is dearer ; but his 
decision in each case is based on the same consideration, 
the endeavour to obtain the greatest possible amount of 
utihty m return for the money which he is able to spend 
The economist does not assume that every consumer 
succeeds m this endeavour , men often make mistakes and 
fail to get the maximum of utihty, but the fact of importance 
is that they try to get it, and a man s actual consumption 
IS determmed by his own idea of utihty and not by the ideas 
of other people At present we are concerned with the facts 
of consumption, and not with schemes for showing people 
what they should consume 

When a man's mcome is changed, the problem befoie him 
becom^ more complex because he has usually to make some 
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changes in his customary way of hfe, and so less of Tiis 
expenditure is determined by custom If we suppose a 
man’s mcome to be reduced by one-half, we can see that his 
way of hfe will have to be changed almost entirely he must 
as a rule go to hve m a smaller house, get rid of some of his 
servants, be content with cheaper food and„ clothes, walk 
where he was accustomed to drive, and do without many 
thmgs that he has hitherto consumed almost as a matter of 

^ reduction of income would 

affect his Demand Schedule for a particular commodity. 
Ji we take the schedule given as an illustration m the last 

nmSt’ P"ce of one 

rupee he will buy less gJit than when his mcome was larger, 

much r ^ ^«^ts as 

T^r now have to give 

Sf r anSrh ^ mcome^ 

I-™ Z. 

IS to sav at ^ ^ throughout, that 

The figures would ' 

ngures would compare somewhat as follows 


Price 

Rs, 6 a scr 
» 4 , 

M 2 „ 

« » 

>, 1 0 „ 
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»• ® >i 

» 4 .. 

.. 2 .. 
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'demand. 

nil 
1 scr 

3 „ 

4 „ 
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6 
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10 » 

10 .. 


Present 

demand 

nil 

nil 

1 ,aer 

If „ 

2 „ 
2 i\. 
H „ 

6 

10 
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The same sort of change would have to he made in his 
Demand Schedule for all the commodities which he stall 
uses, and in this w ay his reduced income would be distributed 
so rts to secure him as much utility as is possible m his altered 
ciicumstancos On the other hand, if his mcome weio' 
largely increased, the changes in liis Demand Schedules 
Avould bo in exactly the opposite direction , ho would noAv 
be able to satisfy his want completely at a rather higher 
price for each commodity, he would contmue consumption 
at prices w here with a lower mcome he would have had to 
give it up, and between these limits he would be able to buy 
rather more than before at any particular price. His 
Demand Schedules would bo raised throughout 

When a largo changeof mcome takes place suddenly, aman 
usually alters his way of life, and for the time bemg he has 
few habits to aid him m sotthng Ins expenditure ; but he 
copies the habits of his neighbours, and the new way of hfe 
very soon becomes habitual, and then (as before) much of 
luB expenditure is regularly meurred, and he has to thmk 
mamly of the pomt up to which he shall carry his consump- 
tion of particular commodities His position then is just 
the same as before, except that the Demand Schedules have 
been raised or lowered as the case may be, — ^raised if his 
income has increased, and lowered if it has been dimmished 
, Where the change of income is gradual, as m the case of a 
pleader whose practice is improving, or of an official whose 
pay rises by small periodical mcrements, the changes m 
Demand Schedules are also gradual , the consumer’s way 
of life 18 not changed suddenly, but the result m the long 
run is the same 

Students will see then that the figures m a man’s Demand 
Schedule must necessarily change with each change m his 
mcomo, but that the general form of the schedule does not 
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change , m eveiy case there is an upper hunt and a lower 
Inmt, and between these hunts the quantity demanded 
increases as the price falls and dunimshes.as the pnce rises 

from what has been said above A man feels a Want, and 

Demand for a 

commo^ty to satisfy the Want vanes with the pnce of the' 
commodity m the way that has been erplamed A coot ' 

iov It ^ e^eiyday food, but his" Demand 

which ff 1 "" P^^^ejerv much lower than.that ' 

mterest the dealem i 

gh rises it ninv ^ *he pnce of 

scheduTi oStT" hmit of the’ 

then DemaLd f^ ^P 

extreme c^rif tclpr'' ^ To take an 

only be bought for fts w m aoH 
few pmchaseis left m Intha 

thatnoordmaryperron“uIdttnk7 7"'" 

and gh would be bought onlv bv oni “^hing a purchase, 

who might be M^lhng to bu v 7 ' 

special occasions Ordinarv^ "se on' 

want as much qJu as ^ P®°P^® would contmue to 
demand it at tiiat price possibljr 



CHAPTEE XXIV 


DEMAND OP A COMMUNITY 

So far we have spoken of the wants and the demand of 
mdividual persons The student must know first the nature 
of these, because commumties are made up of mdmduals, 
' and the demand of a commumty is made up of the demand 
of the mdividuals whom it comprises , but he must also 
' know the' nature of the demand of a commumty, because 
the science deals with communities rather than mdividuals 
If nearly all the members of a commumty enjoy about 
the same mcome and hve m the same style, then a Demand 
Schedule draW up for an ordmary mdividual of the com- 
mumty will represent with fair accuracy the demand of the 
commumty if the quantities shown m it are multiphed by 
the numbers of the commumty For instance, if we know 
that an ordinary student demands two sers of gh% when 
the price is one rupee, and if there are 1000 students at the 
college, all hving m the same way and spendmg about the 
same amount of money, then the demand of this commumty 
of students at this pnce would be just about 2000 sers. It 
is true that the commumty would include some students 
who consume rather less ght than the ordmary student, but 
it is also true that there would be others who consume 
rather more, and the excess of consumption of these will, 
as a matter of fact, just about make good the deficient con- 
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sumption of the others, so that tho consumption vilJ be just 
about the same as if all the students consumed oxacily ilio 
same amount Tins is equallj'- true of the consumption at 
othei prices, so that m a homogeneous community (that, 
IS, one whem the meomes of individuals and their ways of ' 
life do not differ gieatly) the demand of the communitj' is 
directly pioportioiial to its nimibcrs and can bo accurately - 
represented by a schedule drawn up for any ordmaiy' 
individual. , > ; 

Where the commimity is not homogeneous, a httle adjust- 
ment IS required m order to piepaie a schedule that will 
show the Demand of tho whole To make such a schedule 


it would be necessary first to prepare schedules for each of ' 
tho different classes of which tho community is comprised, 
and then to combme them In an ordinary Tnrb»i.n town 
for instance, we should have to prepare schedules of 
demand, first for the large class of families whoso mcomc 
IS from SIX to eight rupees, then for the class whose 


mcome is between ten and fifteen rupees, then for the 
class of from twenty to thirty rupees, and .so on, and 
if we knew approximately the number of families con- ’ 
tamed m each class ive could calculate tho total demand 
at each price for tho entire population of the towm . 
Tho preparation of such schedules would requme a 
consi erable knowledge of statistics and also some judg- 
ment m their use, as students will find when they come 

important pomt is that such 
^ wovld be of precisely « 

B’or M the schedule for an ordmary mdividual - 

that no would be a hmit of pnee so high 

t^t no one m the town would thmk of buying any of it , 

might be very high as wo saw m the last chapter, but it 
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wotild exist Aad in the same way there would be a hmit 
, so“ low that even the poorest classes could satisfy their 
wants completely, though it would be a very low limit 
indeed And between these hmits there would be the fact 
already noticed that the demand would mcrease as the piiee 
falls, and would decrease as the price rises. 

This m fact is the general Law of Demand, and it is true 
of very nearly every commodity and very nearly every 
community , a nse m price diminishes demand, and a fall 
in price increases demand This law has sometimes been 
stated m such a way as to lead people to thmk that the 
relation betireen price and demand is pioportional, m the 
anthmetical sense of the word , that is to say, that if the 
price IS doubled, the quantity demanded would be reduced 
to one-half, and so on It is certainly not the case that any 
general statement can be made as to the proportion m the 
case of all commodities and all commumtios , enough is not 
yet laio%vn of the facts of consumption to enable us to make 
statements as to the proportion m the case of particular 
commodities, and this is a hne of study which ought to 
yield valuable results to Indian economists, who have the 
advantage of more extensive statistical information than 
many countnes enjoy, especially m the octroi returns of a 
large number of towns and cities Further study then may 
make it possible to deduce laws regardmg the proportionate 
variation of demand and pnee m the case of some classes 
of commodities, which would be a valuable addition to the 
science ; but at present the Law of Demand can only 
mdicate that demand wiU nse or fall, and eannqt mdicate 
by how much it is hkely to change m the case of any par- 
ticular commodity. 

' Like’ other economic laws, the Law of Demand is not 
’ entirely without exceptions, but they are rare and of httle 
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practical importance One exception is found m the case ; 
of commodities winch have Mile or no utility except thcir^ 
rarity. At present people pay very high prices for diamon^ 
because they arc very scarce and the owiorship of th^ 
gives distinction , hut of diamonds uoro to be .sold at the 
pnoe of glass it is prohahlo that voiy few people vsould buy 
them at all, so that in this case it is not certain that a very 
large fall m pneo would bo follow cd by an increase in demand.- 
On the other hand it is possible that if diamonds could he 
bought by the sor or the maund, some new utility would 
bo found m them, that is to say, they might he found usofid 
ui satisfying some want other than the desire for rarity, 
and m that case the demand might he largely increased 
Theio aio also possible cases w'hore a rise in pneo may bo 
followed by moroased demand In a famine, for instancCj 
the puces of all food-giams rise very high ; many iieoplc 
W'ho in ordmary times eat wheat-flour are then unable tc 
buy it and buy coarser and ehcapci gi’ams such as millets oi 
barley instead, and the demand foi these may thus mcreasi 
when the puces lisc Students iviU find it instTuelive to' sc( 
if they can think of othoi exceptions to the general law*' 
they will not be able to discover many, but the attomp 
to do so will give them a defimto idea of the extent to w’hicl 
the Law itself is true m ordinary life. 

The exception last mentioned leads us to a point whio; 
requites a short notice m older to make the account c 
demand correspond more accurately with actual facb 
It is rare to find that a particular want can be satisfied onl 
by a particular commodity , as a rule there are seven 
commodities, any one of which will satisfy the want, an 
the use of one of those rather than the others is partly 
question of price and partly also a mattei of habit an 
custom Thus m the case 3Ust given the want 'of food co 
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bo mtisfiod hy the iiso of barley onmilois as Well as by tbe 
«Se of wheat ; and in the same vay various vegetable oils 
can f^e the place of fffti. People m a certain position are 
accusionied to use wheat and and they Ueep to these 
as long as they can ; but when pnees rise greatly they may 
find themselves forced to use the cheaper substitutes. 
Many '^petsons again are accustomed to drink spirits to 
satisfy Ibcir want for stimulation ; but when spirits aie 
hard to get and very expensive, some consumers will use 
other stimulants instead, possibly opium, or drugs prepared 
from hemp or other plants, or on the other hand tea or 
coffee The effect of this principle is to modify llio figures 
in a Demand Schedule for any jiariicular commodity, but 
not to change tbe shaiie of the schedule itself. The extent, 
of its practical importance varies greatly among different 
communilies In thojie where the force of custom is strong, 
people satisfy their wants as long as possible m the way to 
which they are accustomed, while m others they are much 
readier to change their ways, and are even m some cases 
anxious to try every now ivay of satisfying an old want 
Tims whenever we attempt to study the consumption of 
any particular commodity, we have to consider both 
the other commodities which can talc© its place, and 
the rapidity wdth which customs change in the com- 
mumties which are being studied. This side of the question 
is often overlooked m actual life Students have no doubt 
heard or read of the enthusiastic temperance reformers 
who , endeavour to stop the consumption of spirits in 
some commumties. Some of them are apt to think that 
their object could be achieved at once if the manufacture 
and sale of spirits wore stopped, and they look to the 
government to do this. But expenence in India, as well 
as in other countnes, shows that this’ course vnll not prevent 
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people from wttntmg stimulants ; so long as they want 
stimulants, they m'iII consume the stimulants they can goi, 
and if they cannot got Bjiirit* they •will take some of the very 
dangerous drugs that ^iviU satisfy their want. The men wKo 
Mish to oifect a change in consumjition (whether of spirits' 
or of any other commodity) must aitam their object mamly 
through the consumers , that is to say, they must porauade 
the consumers to leave the iiaiticular want unsatisfied, or to 


satisfy it in nays that are not open to objection Wants 
such as the want of stimulants are verj’ largely the r^ult 
of custom and fashion, and, as wo have scon, people can .ho 
persuaded to change their customs and fashions, and then 
the want mil bo no longer felt or mil ho felt much' less 
intensely The question of temperance reform is one of 
great importance, hut it cannot ho discussed full}' mthoufe 
a mde Imowledge both of Economics and of other sciences 


that deal mth human life , it is mentioned hero merely 
os an illustration of tlie land of problem that has to be 
considered m connection mth consumption and demand , 
In showmg how an mdiiudual’s demand for a commodity 
could he sot out m the form of a schedule, we had to confine 
our attention to such commodities as are bought regularly 
m small quantities It is not possible to make out a schedule 
of an ordinary mdmdual’s demand for commodities which 
he only buys occasionally and which last for a long time , 
we cannot, for instance, set out in this way an mdividual 
students demand for shoes, or tennis hate, or watches, or 
loyc es ^ ^be case of a commumty, it is possible to 
a ce on sc e ules for such commodities if the community 
e arge enough Thus m a college of 1000 students, there 
are always some students who are thmkmg of buying new 

to he doubtmg whether the utdity 

to be obtained is worth the price If the pnee falls, some 
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of these mil decide to purchase, and the lower the pnce the 
more purchases -will be made , while if the price rises, the 
purchases will be fewer, as some students will decide to wear 
their old shoes longer or to do mthout a tennis bat It is 
almost impossible to get enough information to enable us 
to prepare complete Demand Schedules m such cases, but 
we can see that the schedules must be of the same general 
shape as those for commodities hke gJvv, and that the Law 
of Demand apphes equally in their case Again, m a town 
of 10,000 inhabitants, the number of peoiile who on any 
' given day are thinking of buymg bicycles is probably so 
small that no deSmte statement could be made as to the 
number that would be sold at different pnees, and the price 
might rise or fall largely mthout makmg much change m 
the number sold , but in a city mth several lakhs of 
inhabitants, the number of possible buyers may be so large 
that every change m price will affect the number sold, just 
as every change m price affeote the sale of gr/w The Law 
of Demand thus holds for all classes of commodities (subject 
to a few exceptions already dealt mth) m every community 
where actual or possible purchasers of the commodity are 
to be found in considerable numbers, and the larger the 
jiumber of purchasers the more closely mil the Demand 
vary with every change in pnce , 
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CHAPTER XXV. 


PRELIMINARY CONSIDERATIONS. 

We have now discussed the conditions under which wealth 
is produced and consumed ; m the present Book we have 
to see m what way the production of particular commodities 
is adjusted so as to provide the amount required for con- 
sumption. This adjustment is usually spoken of as the 
Equihbrium of Demand and Supply Demand as we have 
seen means the quantity of a commodity demanded, and 
it varies accordmg to the price at which the commodity 
can be bought Supply means the quantity of a commodity 
offered for sale, and as we shall see later on this quantity 
also vanes ■with the pnce. The quantity of a commodity 
offered for sale must depend m the long run on the quantity 
produced, and so the terms Supply and Production are 
closely connected together and refer to the sellers, just as 
Demand and Consumption are closely coimected together 
and refer to the purchasers Equihbnum means literally 
even-balancing, and the word can be apphed to scales m 
which thmgs are weighed, when the two sides balance 
evenly , for our present purpose the word mdicates that the 
Demand and the Supply balance, that is that they are equal 
Stated m a concrete form, the question for consideration 
is • How does it come about that a particular quantity 
of wheat, or gid, or cotton (doth, or a particular number 
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of watohea, or bicycles, or pairs of shoes, dr any other 
commodity, is produced and sold at a particular pneo ? In 
what way is the quantity or number detotmined; and henv 
IS the pnee fixed ? Tlio answer to this question is tho 
central part of tho science of Economics. 

Students mil notice that there appear to lie two questions, 
and not one there is tho question of quantity or number, 
and there is the question of price One of the chief diffi- 
culties m Economics arises from tho fact that it is not 
possible to treat these two quesljons soparatoly, and to 
say either that Supply and Demand dotennino Price, or 
that Puce determines Supply and Demand As w'o shall 
see more clearly lat-or on, these three things are intef- 
dopondent, and a change m any one of them is hkety to 
lead to changes iii tho other two a fall m price usually 
leads to a reduction m tho quantity offered and to an 
mcreasc in the quantity demanded an increase in tho 


quantity offered usually leads to a fall in price and to an 
mcreaso in_>the quantity demanded ; an mcrcose in the 
quantitj*>»4^^andcd usually leads to a nso in price and an, 
mcreaso in'^.he quantity supphed Wo are compelled, 
therefore, lo treat the two quastions together ; and when we 
are for the moment looking at a change in one of the tlnee 
quantities, we niust beai in mind that all the three quantities 
are a le to change, and that any change in one is both 
c^se an a consequence of changes m tho others. " 
therfi ® singes of production are concerned, 

tho aot i» 

consider men hvmg a '® f ® 

mg fruit from the tre^ T f ^ 

that IS to say hig want fa f T"" 

the forest pieW frmt through 

^ d eating it as he goes , as he eats, 
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his want for food gets less intense, and at the same time he 
begins to got txrod xvith the effort of walking and of reachmg 
, or cUmbmg for the fruit. If theie is plenty of fruit close at 

- hand, he will satisfy his want completely before he' gets 
tiled ; but if the fruit-trees are far apart and the frmt is 
difficult to reach, he may get tired of the exertion before he 
has had a full meah and lie has to decide to bear either the 
unpleasantness of further fatigue, or the unpleasantness of 
the unsatisfied want of food The want of food grows less 
as he eats, that is to say the utihty to him of more fruit 
becomes steadily less, and at the same time the unpleasant- 
ness of fatigue becomes steadily greater. Or we may 

' desonbo the unpleasantness of fatigue as the want of rest, - 
and say that while the utihty of food is decrcasmg the 
utihty of rest is inoreasmg Sooner or later then he will 
ivant rest more than food, and Mill he doivn and go to 
sleep. In this case the man balances, one agamst the 
other, the utihty of food and the utihty of rest , when he 
is very himgry, that is uhen the utihty of food to him is 
* very great, the utihty of rest is neghgible m comparison , 
but as time goes on, the two become more nearly balanced, 
and at last the utihty of rest becomes the greater 
In the early stages of production then, ivhen men are 
' producing for their oum consumption, and thmk neither of 
selling nor of huymg, they balance the utihty of the com- 
modities produced agamst the efforts and unpleasantness 
required to produce them With plenty of fertile land and 
good cattle, a cultivator may produce all that his family 
wants, without excessive effort on his part ; but if liis 
holdmg is small, or his land is poor, or his cattle are weak, 
he may decide that it is best to leave some of his wants 
partially unsatisfied, because thd extra effort required to 
satisfy them completely is not worth his while 
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It IS sometimes convenient to have n single word to' 
denote the efforts and unpleasantness involved m the pro- 
cesses of production ' these arc, as 'ue have scon, just the 
opposite of Utihty, and if -vve speak of them ns Bis-utihty, 
then VO may say that the cultivator balances the utility 
of the tlungs produced against the dis-utihty of producing 
them, and carries his production up to Iho point whore 
the dis-utihty involved becomes as grbat as the utility. 
The matter becomes more complicated vhen vo pass to 
the later stages of production, in which men buy most or 
all of what they consume, and sell most or all of what they 
produce Li this case, as we have seen m the last Book, 
the purchaser balances the, utihty of the commodity, not 
agamst the dis-utility of producing it, but against the price 
that ho has to pay , and we have now to take up the con- 
sideration of the seller’s part in the transaction Before, 
however, we enter on this, wo must understand the meaning 
of the word Market, which we shall have to use frequently 
in the foUov mg chapteis Li overy-day language, the v ord 
IS used m at least two meanmgs The most faraihar of 
these m Lidia is probably the meaning which it bears m 
municipahties , m this sense a market is a buildmg or 
enclosme wheie several lands of provkons aiuf other goods 
are offer^ for sale under ^conditions i4^ulated^by’tho 
mumcipaMy This is not the knid of market with" which 

other meanmg of the word is 
markpf t®rms as the stock-market, or the wheat- 

® arket, which may be seen in the com- 

and these markets 

Market for any commodity as a jlace qr 

are m fr^ m^7onme 
witn one anothei ^o huyersand'sellers'may afl-be iii me ' 
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place, as in the grain-market or the cotton-market of an 
'Up-countiy town , but this is not a necessary condition, if 
the postal and telegiaphic facihtics are such that people 
can maintain free mtercourse while hvmg at a distance 
Thus, almost the whole of noithem India forms one stock 
and share market, Math its centre m Calcutta, and people 
m LuclmoM' or OaMuporc or Delhi or Lahore, who want to 
buy stocks or shares, carry out their transactions m Cal- 
cutta M'lth the aid of the post or telegraph 
Li order, however, to study the conditions that prevail 
m a market, it is best to devote attention m the first place 
to one where the buyers and sellers meet in one place . 
such markets are to be found m aU Indian to^vns of any 
importance, and they deal m commodities such as gram, 
or cotton, or sugar, M'hich are produced m the locahty 
There are numerous traders who have their places of busi- 
ness close together , at any given tune some of these want 
to buy the particular commodity dealt Math in the market 
and others want to sell , and the same trader will some- 
times bo a seller and at other times a buyer of the same 
thing. Traders, whether they are sellers or buyers, have 
to think of a large number of factors even m a small market . 
sellers want to knoM' the buyers’ Demand, that is^the 
quantity^ which^wiIL bo ,bought.at each pne© ; buyeis want 
to "know the sellers’ Supply^ that is the quantity that 
be ofiered for sale at each pnee , each seller wants to know 
the position of the other sellers, and each buyer wants to 
know the position of the other buyers , aU alike want to 
know Mhether pnees are going to be higher or lower in the 
near future, whether the consumers’ demand is hkely to 
increase or diminish, and what is the prospect of an moreased 
or reduced supply Even a small market then is a com- 
pheated organisation ; and M'hen the same commodity is 
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dealt with in various inarlcel^, and can be lirought from one 
to the other, the complication may bocorao very gteai 
A dealer in wheat m Cawnpore, for mstonce, must foiow 
as much as possible not only of tho position in the C(twh- 
poio market, but also of the other large markets in India , 
he must think of Delhi, and Hathras, and Caloutla, and 
mbay, arid Karachi, And, further, he must think nboufi 
RnmTf so that an up-country trader m India 

anTxT" London, 

takmg fimt very simple caaes, and gradually introduoing 

ma?kota “ ‘7° “> »n 

S: t^eTpS’ s'SfirreX:”” = 

IS a buyer nresoni J, .7 

and po 'buyer will ml nf‘'° ™P“® “no “nna : 

-dy to sTat ■' a-™ io * trader 

then wants to knnrtr +i? iiftoen annas. The buyer 

and tho seUor wants i f ^ sellers are asking, ' 

offermg The second n T 1 !^° all buj'ere are 

one mLent Ce carbe 1"'^ 

actually take place th wf pnce'at winch sales 

know not only what hntr single day A seller must 
sellers are aslong, because^t^^ offermg, but what "other 

Ingher pnee than others ask and""” T ^ ^ 

must know what other buyois are a'>oyor 

use for him to offer less Wo i ^ because it is no 

market will settle on a particultrpmr ^ ® 



'CHAPTER XXVI. 


TEMPORARY OR BIARKET EQUHABRIUM. 

We must begin this studj*^ of equilibrium in a market with 
a simple case, and ■« e tmII take a market for wheat lymg so 
far fiom tho railway that wheat does not reach it from a 
distance, and that export is not practised. We wdl assume 
also that cultivators do not brmg their own wheat to market, 
but'Sell it to traders in their village, and that these traders 
are tho sellers in the market , the buyers are the shop- 
keepers, who will sell it retail to consumers in the town. 
Markets of this type w'ere formerly common in India, and 
they are still to be found, though the construction of lail- 
ways has now made most of them largely dependent on 
imiiort or export. We ivill also suppose that there is no 
combination between seUera on the one hand or buyers on 
the other, but that each mdividual is buymg, or selhng, 
'mdependently and for his oivn mteiest Let us consider 
the working of such a market early m December, m a 
season when the next drop of wheat has been sown on 
about the usual area and the crop has made a fauly good 
start, so that there are no unusual circumstances to take 
into account. On the mommg of the market-day the 
' traders will come in from the villages with carts or paefc- 
arnmnls carrying the quantity of gram which they thmk 
they can sell They know (and the shopkeepers know too) 
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that on the last maikot-day the pnee \\nfi tlirce niptwa a 
mannd, and the\' know by e-qK’iicnoc that at thi* price 
about 2000 inmuidB aro usuallj* sold, tlnh beinp whet tho 
town will require for a week’s consumpUon Each seller 
tiles to keep Ins o\m affairs a sceret, bnt the other sellers, 
and also tho bu^vors, know* in a general wiiy w bother ho is 
anxious to soil much or little ; and it is Knowai tliat the 
total stock m tho tradero’ po^sc^sion will supply 2000 
mauncls a w'eek till harvest and leave a small surplus m 
hand when the now crop is icndy. When tho market opens, 
tho shojikeopera go round aslang the pneo of the various 
traders, but at first malung no purchases ; at tho same 
time they estimate the amount that has been brought for 
sale, and see if any particular dealer appeal sianxioiis to 
sell or has hi ought an unusually small or large quantilj' of 
wheat Tlio tradore are at the same time seeing what 
other traders have brought, and are tr\ung to find out if any 
of tho shopkeepers are umisunlly anxious to buy ', Wc wall 
suppose that on this maiket-day the stock for sale is about 
maunds, and that no one is specially anxious either 
o se or to buy After some tune sjxmt m examuung the 
posi on, and m malvmg offem at different rates, both sides 
waff reabso that there is no hope of the pneo being altered ,, 
cir a^ur, and fii’st one and then another shoplveejier 

purchases at the existing rate, until by the 
afternoon tho w'hole stock is sold off. 

are about equihbnum , there 

tliR wVirti about the same ns the supply , 

S ■“ p™ Ifow L 

suppose that on the next 4 *u j j i 

^ about 2000 maunds as befo^ Buf 
that some of the buyers are nul, A ^ time they notice 
5 re anxious to buy qmcldy at this ^ 
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price ; they do not Imow of a rcaeou, but they nifei that 
for sojnc reason or other moio wheat is wanted for con- 
sumption, and they raise then price by two annas a mn.iind 
At this price peihaps none of the shopkeepers ivill buy , 
then one or two of the traders ask three rupees one anna, 
and at this price transactions begin to take place, some 
shopkcepei-s buying and others still ‘holding aloof m the 
hope that the price will again fall As the day goes on the 
; market gets to Icnow that a largo body of tioops is shortly 
coming to the neighbourhood for tramuig, and that this 
was the ronsoii why some shopkeepers were anxious to 
buy, because they knou that the demand for nheat for 
consumption would be mcreased by the piesence of the 
troops The shopkeepers who did not Icnow tins, and have 
so far mode no purchases, now become anxious, as they 
see that a good deal of the stock has been sold, and they 
begm to ofier tlu’ee rupees one anna , but the tradeis ^^'lll 
see their anxiety to buy, and ■mil agam raise the price for 
the wheat they have left. Some shopkeepers wiU now 
reduce their jiurchases and buy less gram than they m- 
tended the price \\dll iirobably fluctuate for a tune, some- 
times nsing and sometimes fallmg, accordmg as the le- 
maining shopkeepers press fonvard to buy or hold off for 
a time, and by the evenmg the entire stock will have been 
sold, at prices somewhat higher than those that prevailed 
on the previous market-day 
Next, let us watch the market early m January, sup- 
posmg that there has been good ram at the end of Decem- 
ber, and that the new wheat-crop is promismg to give an 
exceptionally large yield It -will be remembered that the 
traders as a whole have a larger stock than is required for 
consumption up to harvest-time , and those traders whose 
s'tock IS large iviU now begm to get anxious They have no 
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uf?o for tlie wheat except to noH it, and they fear <i»at when 
the new croj) as liarvcatcd the supply may be, so largo that 
prices will fall fiiib^tantially ; so they derido to try and sell 
as much as possible before tins fall in pnee occurs. Those 
traders then who have a lat^o stock bring x'lithcr more 
giam than usual to this market, xnfh the result that the' 
total supply IS, say, 2200 mauncls But the shoplccepors 
also have been considering tho xxeathor and the .prosjoeots 
of the next crop , thoj^ know' of no unusual rerpiircmcnts 
for consumption, nox\ that the troops have left the neigh- 
bourhood , and when they see signs that the supply is 
larger than usual and that some holders are anxious to sell, 
they Avill at once begin to offci less than tho usual price of 
tlireo rupees Tlion there unll bo bargaining and hesitation 
as before, but unless tho traders are prepared to take some 
of their stock homo again they must accept lover pric^ 
in order to dispose of vhat they have brought There fe 
agam equihbnum hetvecn the amount demanded and tho 


amount offered, but the equihbnum is at a lower price 
Let us take one more market-day, and lot us suppose 
that a few days before it a sovoro frost has ocenned at tho 
critical penod when the crop is hablo to damage Both 
traders and shopkeepers loiow that the now wheat crop 
has boon severely mjured , it is too eaily to estimate the 
yield, but they have reason to thmic them inU not be 
enough wheat to supply tho town mth 2000 maunds a week 
or 0 w ole year Then all tho traders will see that they 
are m a position to ask for higher prices at once , any 
quantity not sold now .vill be sold later on, and they do 
u once, because they cannot yet 

f So on this day 

perhans onl ^*T 9 on ^ is seen to be very small, 

perhaps only 1200 maunds m all, and the shopkeepers 
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recognise at once that they will have to pay- much higher 
prices, and so will requu-e much less wheat, than usual. 
Perhaps they wall begin by offering three rupees eight annas, 
•while the traders begin by aslcmg four rupees. Possibly 
a little wiU at first- be sold at one or other of these eactreme 
prices, but there wall be the usual bargaining and hesitation, 
and eventually the market-pnee will settle at perhaps three 
rupees twelve or three rupees fourteen annas 

This description of the course of a market leaves out 
many complications that occur even m a small local market 
in ordinary life ; but it is mtended to biing out clearly the 
central fact of tho equilibrium between Demand and Supiily, 
and the complications do not alter this fact, though they 
may make it harder to see. The buyers are guided by what 
they loiow about tho Demand of the people for Whom they 
are buying : they Icnow by expenence that tho consumers 
m tho town will buy a certam quantity of wheat at any 
particular price, and that this quantity falls as tho price 
rises They are buymg merely to sell again . if they buy 
too much, they will not be able to seU it all at the corre- 
sponding price, and inll lose the profit they hoped for on its 
sale. If, on the other hand, they buy too httle, they wall 
not have enough to sell at the corresponding price, and iviU 
lose profit they might have made on the larger quantity ^ 
The sellers, on the other hand, are only anxious to sell for 
the highest possible price, and the higher the pnee the 
‘more they ivill sell. Tlie function of the market, that is 
of the free mtercourse between buyers and sellers, is to 

^ It IS of course possible that the buyers might see a chance of 
getting a larger profit by offermg a small quantity at a very high 
price tlian a larger quantity at a lower price Shopkeepers are 
occasionally suspected of such action, especially in the early stages 
of a famine , but the more usual position is that the largest profit 
18 made by the largest possible sales, 
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jSnd out tho price at wliich the wishes of the two classes 
will coincide , tho individuals in each class have to find out 
as best they can both tho idews of tho other class and the 
. views of tho other individuals of their oivn class, and tho 
eictont to which they arc able to do this is an indication of ' 
tho degree to wluoh anj' existing market approximates to 
the perfect market of our definition 
in tho next chapter w’o shall indicate some of tho chief 
comphcationB which in this first sketch we have loft out 
of account, but before turning to them tbero is ono point 
w'orthy of notice in the de&cnplion that has been given. 
People arc verj' apt to become angiy with those who possess 
a supply of an important commodity, such as wheat, when’ 
tlioy raise the pnee, as w'o saw' it raised on the oceurrenoe of 
the frost. “ These traders w cro ready,” it w ill bo said, “ to 
sell at three rupees , what right Kavo tlioy to raise the 
price to four rupees and make poor people go hungry 1 
Now the student of Economics is not interested in tho 
question of nght , ho know's that ns a fact owners of a 


commodity will raise the price in such circumstances ; he 
knows that legally they have a right to do so ; and he' 
leaves the question of moral or religious right to be dealt 
with by the teachers and preachers who tell people what 
they ought to do. But the economist can point out that 
the effect of this raismg of prices is to secure a provision of 
^d later on for persons who might otherwise starve. 
This fact ivill become plam if wo look back for a moment to 
e t stage of Production, and see what would happen 
ere on the occurrence of a calamity such as a severe 
&ost. The cultivator, who is growmg food for lus own sup- 
fw f ^ of injury caused _ 

fLiiv enough gram to feed bis 

milj until the next harvest , he had calculated that the 
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yield oC tbo spring crops wonld be sufficient for this purpose 
until about October or Kovemlier, when tbo autumn crops 
would be harvcslod, but ho now secs that of he oontmues 
to con*!ume grain at the ordinary rate his stock will bo 
exhausted in July or August .He must, therefore, as a 
prudent man reduce his consumption of gram ai onc^, and 
reduce it so much that his existing slock and the yield of 
the spring crops tKaken together will last until the autumn 
crops are 'ripe Ho and his family must then go through 
the summer with insufficient meals , but they -vnll, of course, 
do whatever they can to supplement those meals by gather- 
ing wild fnutei, and by growmg vegetables or garden crops 
that will give additional supplies of food during the period 
of scarcity. 

Now this is exactly what happens in the town when the 
* traders of our illustration raise prices. If tbej^ continued to 
sell at prices w'hioh would allow of consumption continuing 
at ibe rate of 2000 maiinds a w^eok, then tlio entire stock of 
w'beat would be coii'-umed some time durmg tbo foUomng 
summer, and by the winter there would be no w'boat left 
The oircct of their raismg prices is to make the consumers 
reduce tlieir consumption at once ; they can no longer get 
full meals of bread made from wheat, and must bve on meals 
reduced in quantity and supplemented by any other kind 
of food thej” can get, and in this way the stock of wheat 
i« economised (in the ordinary sense of the word), so that 
there shall be some wheat available throughout the w'hole 
of the period of scarcity, instead of the whole of it being 
consumed in the early stages 



CHAPTER XXVII. 

MARKET EQUILIBRlcai SOME COJn’UCATTOKS.'^ 

T° f “"■Pltoations ttat 

wheat for saTo cultivators bringrtheir 

supply, the position of ° proportion of the total 

more difficult Cultivat^ * t>uycrs and sollars is rendered 
thecondiCseitW ^ «<> aliout 

and shop! 0000^1 1 f f «« 

ilus laZhZT’ ih^TLTT ^ ^«amro: 

they have hoaiS^as to the pncr by^what- 

^ay, but they v^U Mso 

tiona, espeoiaily by their need ^ conaidcra- 
it may happen on aZ ^Z f ^hus 

wheat IS much largeiX ot 

many cuRivatora.^r Veiv?^ ^raB,llor. than usual, because ‘ 
the general course of the\n^^’ cultivators have como m • ' 
traders may find that L pnt 

keepers that they must pav T Wred, or shop-, 

unexpected condition In because of this 

^^kely to get the best possiblP^rT'*®^ cultivator is not - 
tke stochs and the JCuotT.i ^^---o^^tlmaie 

^ of the people present, as 
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acouratoly as the regular traders and shopkeepers, and if 

^as IS usually the case — ^he is pressed for money, he will 
prohahly accept tlie offer of a shopkeeper and sell at a 
somewhat lower pnce than the conditions of the maiket 
' would justify. This sort of thmg happens in all markets ; 
some dealers are more expert and have better judgment 
than others, and are thus often able to get a shghtly higher 
price if they are seUera, and a shghtly lower pnce if they 
' are buyers, than other dealers who are less expert , and 
some dealers may for private reasons be forced to sell or 
buy at prices which in other cases would not satisfy them 
The consequence is that m actual life it is very rare to find 
the whole supply m a market sold exactly at the equi- 
hbrium-pnce for the conditions prevaihng , some will have 
been sold rather cheaper, and some will have been sold 
rather dearer, accordmg to the needs and capacities of 
individual dealers, but as a rule the total sum of money 
realised will be found to agree very closely with what it 
would have been if all sales had taken place exactly at the 
' eqtuhbnum-pnce. 

Next we may notice the complications resultmg from the 
possibihty of import and export We may suppose that 
a railway has been opened to the town which we have been 
considering, so that import and export becomes possible, 
and that representatives of merchants from Calcutta or 
Cawnpore attend the market to buy wheat if they can get 
it at prices that suit them. When they first make their 
appearance, the whole market will be disorganised , the 
traders who have brought wheat to sell will have no idea 
wKat these new buyers want, and the shopkeepers will be 
equally ignorant But they will soon get accustomed to 
, the change : they will find that these merchants are just 
m the same position the shopkeepers m that the amoimt 

N 
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they wH Hwj drpfrtrlH o« iht* prutt* tliftt wll^bwy 

more a't t}io prjfft foil-* fluA W-* the pri^o rj®ft8'. lucre 
oro now mor<3 IntjersJ in tl»o mrvrKct Iburi licfore* but- tlju 
method by ^vliirh* «n efniiUbriamimcc h roache^l 
unohftU'red, ^Jho loenl men linve, h<wev<T, difilculiy iu 
forecftflthig the art ton of tlie hitytrs from n*^ dhiuncoi 
they have h?ftinf*fl by oxiK?rieuee the loenl Deumnd nad fho 
local Supply, hut> tlu merchant** beside^ taking rtCcUtmt 
of tltc'O fuotor*! linnk of the mtirhoi (ouditiou'* in Oilauttft 
nrifl Cmmporo and olf,cwhcri* ; flu y may buy very krgoly, 
and so rrtJ'ie ]>nVcs, bccaiwe thr-jt knott' fh»t prices nro 
Inghor ‘»till in CWcntla, or they may «le>t«i» altogether 
from binmg and so m'tkI pncc:* dmrn if tliey knoir ihst 
prices in Galoulln nro low. 'J'luis the local men mti'A 
ovlend thoir Knowlctlgo if tiny arc to ijuccccd in -thoit 
busmesa (the Intsincbs that is of selling al< the ifiJghcsli 
and bujsng at the loH(.»^t, pnt'uble prices) ; they m«st 
loam 1^3 much as they can of the coun'O of prirts in, the 
inarkctA with which their market has become connected, 
«o that they may bo in a bettor ]K>sition to forccaist the 
action of the morclnintj? ivho < ome from tho'-e market#!,^ 
This change from independent to mler-connoctod mnrkotf 
has taken place raj)i(U.> m iiorthoin Ituba during wen! 
years, and markets such m that, described ui the Jas! 
chapter are noi^^tho cxcojilion, whore fomierly they wok 
perhaps the rule 'Even in qmto small towns, the dealer! 
m wdieat, cotton, and other ataplc^ maintain cloho relalioiu 
wnth the laigor markols , it is by no moans uncommon foi 
up-coimtry merchants to got a telegram cverv, moniinf 
mdicatmg the course of the markets m Calcutta, whih 
a tunes of special activity telegrams from london or fron 

cago may be rood in towns of which ordinarj peoph 
scarcely know the names 
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"'A third senes of comphcations arises when the buyers, 
or the sellers, m a market oombme'togethet instead of 
competing with ■■one another. We may suppose that in 
the market descnbed m 'the last chapter all the dealers 
come to an agreement as to the amount of wheat to be 
offered and the pnce at which it will be sold , they might 
then be able to mamtam the equihbnum at this pnce, and 
the mdividual shopkeepers could merely take the amount 
offered at that pnce This comphcation is not uncommon 
m some countries the legislatures are actively engaged m 
endeavouring to- prevent such combmations (known as 
monopohes, nngs, trusts, combines, and by other names) 
from raising pnces beyond the pomt that is considered 
reasonable ; and economists have in recent years devoted 
a large amount of study to the theory of combmations and 
monopohes Students wiU have to make themselves 
famihar mth'this subject at a later stage , for the present 
it 18 sufficient for them to know that a combination of 
buyers or sellers may, at any rate for a time, make a 
matenal difference in the quantity of a commodity sold 
and m the pnce which it fetches 
Next, allowance must be made for the fact, which has 
already been mdioated m the previous Book, that as a 
rule a want can be met by more commodities than one, 
and that if a particular commodity rises m pnce consumers 
are likely to use some other commodity m its place Thus 
merchants who deal mainly m wheat cannot confine their 
attention to that gram, but must know also the conditions 
of demand and supply m relation to other grains, such as 
barley and millets and pulses. If some of these are cheap 
when wheat is dear, consumers will substitute them for 
wheat, and then the Demand for wheat will fall more 
than if no substitute for it were possible , or, on the other 
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hand, the demand for wheat may be inorbased by a failure 
of the rice crops if rice becomes so dear that consumers 
substitute wheat for it Even in a small market, then, 
dealers can rarely confine their attention to a smgle grain, 
but must know all they can about supply and demand m 
the case of each of the grams ordmarily used'oa food , and, 
as a matter of fact, the trade in the various fe very 
often conducted by the same set of dealers. 

Nest) Ave come to the important question of holdmg up ■ 
stocks. We have supposed for the sake of simphoity that 
dealers brmg a certam quantity of Avheat to market and 
take none of it bock But m practice, and especially where 
a dealer has his store near the market, this is not the usual 
case , the commodity need never be exhibited m the 
arket, or it may be sent back to the store unsold. Thus 

accordmi as they see the 
demand to bo imk onelaok. and bnyom onnnot 'often jodgo . 

IS.o.T”! »y 

nlaca sacks actnally e:q)o8ed in the morket- 

n^ ’ftl r“ they can on this 

ar^tTZ n ‘°“T “tetenose fcom the 

often do hoM ^ Boyera, on the other handi can, and 

‘tre ingh and dm ^ *”*y ^ ^ prices 

or ’cT bn?l” “-ieWay, 

stock for the tLe bemt ^"SsT ^ 

cmmotjndge merely by IhatSr.,!’'^."'^ 

nee then ludgment to ^ ™”°t constantly 

want oonjecture what other people reiUy 

Often ready to buy or to « U same man is 

»ny or to seU aoeordmg to the pnoe that he 
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can secure. A merchant may be ready to buy wheat at 
three rupees, and to sell it at three rupees two aimas , if 
the pnce falls for the moment to three rupees he will buy, 
because he has come to the conclusion that the price will 
very shortly rise, and that he will be able to secure a profit 
by selhng at three rupees one anna or more. On the other 
hand, he is ready to sell and reduce his stock when the 
pnce IS three rupees two annas if he has reason to thinlr 
that the pnce is going to fall In a well-developed market 
such merchants are almost always to be found , practically 
their whole business consiste m forecasting the equihbrium 
of the market from the information they can collect as 
to supply and demand, and takmg advantage of every 
opportunity of selhng above, or buymg below, what they 
think the equihbrium pnce will be If their forecasts 
are correct, that is to say, if they have judged accurately 
the price at which supply and demand will be m equihbnum, 
they will make a profit on each transaction , if they have 
made a mistake they will lose nioney instead of gaimng it 

The effect of the presence of such merchants is, as a rule, 
to keep the pnce very near to the true equihbnum price 
If the price rises, some merchants at once offer to sell, and 
others cease to make offers to buy ; that is to say, the 
supply of the moment is mcreased, and the demand of the 
moment is reduced , the conditions of the moment are 
changed, and the pnce wdl be reduced agam Li such a 
market then, the price is constantly nsmg and falhng, 
but each nse produces a tendency to fall, and each fall 
produces a tendency to nse, so that the price is never 
greatly different from that which is justified by the con- 
ditions of supply and demand. 

The fact that merchants are engaged in forecasting the 
future leads to further comphcations, which are commonly 
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luiown as dealings in “futures”' R- wheat is selling rat* 
about three rupees to-day and a mei chant has rpasoii- to 
think that the pnco will bo three, rupees four annas next 
month, he would obiaously be wise to buy as much wheat 
as he can now, keep it for a month, and then sell it' at the 
higher price. And merchants often do this even when they 
have not the monej’ to pay for their purchases) , they borrow 
tbo money in one of the various ways that studenis will 
read about ivhen they come to the subject of Credit, or 
they agiee with the seller that ho shall dehver the wheat 
next month and receive payment then. Thus if A and B 
are two merchants, A m June buys 1000 maunds from B, 
agreomg that B is to give him the wheat on 16th July,' 
and to receive 3000 rupees when he does so. Before 'that 
date the price rises to three rupees four annas, and A sells, 
the 1000 maunds to C for 3250 rupees, though at' the time 
he has no wheat m his possession, but has only BIb promise 
to dehver it On 15th July, A receives 3250 rupees from 0,' 
pays 3000 rupees to B and tells him to deliver the wheat 
to 0 A has never had the wheat m his 'possession, but 
Im has made a profit of 250 rupees by buying it at a low 
price and selbng it at a higher 0 m turn may ba/ve sold 
it to D for 3400 rupees, aud so on. 


On the other hand, if A thmlcs the price will fall, he may 
sell wheat to B without havmg any wheat m his possession, 
u oping to buy it cheaper before the date comes for. 
Oliver^ and then the transaction is settled m the same 
rT,. suppose that A has sold 1000 maunds to 

dab , ^ ioUTory on IStti July-, before that 
^ ■‘tie to buy WOO maunds from' O for 

< 28^Tu r 3000 mpees from B. 

.pays 2800 rupees to O end has 200 rupess proBt. On the 
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other hand, A nlay^ have made a nustake as to the likehhood 
of a fall of prices, and may'he unable to find anyone V'lUing 
to sell at less than -three rupees In that case when the 
day conies for delivery to B, he must either break his 
contract (vMoh may mean ruin to a trader), or he must 
buy the \\hoat to satisfy B’s claim. If he can only get it 
for 3200 rupees, he must pay that sum, and as he only 
receives 3000 rupees from B, ho has lost 200 rupees where 
ho hoxied to make a gam. 

Transactions of this sort look at first sight hke mere 
gamblmg, that is to say, people seem to be seUmg or buying 
simply on the chance of some future event, and there is 
probably a certam amount of gambhng m all large markets" , 
but a man who starts to deal in a commodity without 
knowing the conditions of its supply and demand wiU very 
soon become banlcrapt, because he will not be able to 
forecast tho conditions and the resulfang eqmhbrium-price 
with the same degree of accuracy as those merchants who 
spend their time m studymg the conditions. He will take 
the chance of a rise when the conditions should lead him 
to expect a fall, and will look for a fall when he should 
expect a rise, and m either case he will lose by the trans- 
action, and tho more expert merchants •n'lU make profits 
at his expense, imtil he either loses all his money or comes 
to understand the market-conditions for himseK 

A modem well-developed market, then, consists largely 
of a body of merchants, each <5f whom devotes all his 
energies to learnmg all that he can about tbe conditions 
affecting the supply and demand of the commodity or 
commo^ties m winch he deals, and foreoastmg on the 
basis of this knowledge what the ec[uilibnum-price is hkely 
to be both m the immediate future (to-day, or to-morrow, 
or next week), and at more distant dates. He will buy 
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when he thinks he can sell again at a profit, and sell when 
he thinks he can buy more cheaply at one time 'he may 
have large stocks on hand, and at others he may have sold 
more than ho has ; but Ins success in busmess depends 
on his ability to forecast the price at which the supply and 
emand of the market ivill be in eq^uilibnum. In the next 
0 apter we shall see how such markets are connected vith 
t 0 actual consumers and the actual producers of the 
commodities m which they deal. ' ' 



CHAPTER XXVni. 


RELATION OP PRODUCERS AND CONSUMERS 
TO THE MARKET. 

„ MODERN wholesale market consists, as we have seen, 
largely of a body of merchants engaged m foreoastmg the 
supply and demand for the community m which they deal ; 
In some cases both consumers Mid producers may be found 
'taking part in these deahngs, but this occurs only when 
the quantities which they require or ofEer are great Thus 
where the spinnmg of cotton yam is done in large factories, 
the spinners would take part m the wholesale market for 
yam together with the merchants who buy only to sell 
agam, or buy in order to send the yam to places where it 
will be consumed But the hand-loom weaver obviously 
cannot buy the small amount of yam which he needs m 
a market which may be hundreds of miles from his home, 
and where a large number of bales is sold in a smgle trans- 
action ; and m the same way, neither the cultivator nor 
the eater of wheat can take part m the wholesale wheat 
market These large wholesale markets are therefore 
connected with the consumer and the producer by local or 
subsidiary markets, and by the dealers or shopkeepers 
whose trade is conducted in small quantities, and is spoken 
of as retail as distingmshed from wholesale. We will 
examme the position of the consumer and the producer 
of a commodity such as wheat, the chief wholesale markets 
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for which are so closely connected that there jb practically 
a single market for the whole world. 

The TTi aTi who wants wheat for the food of hiS" family 
ordinarily buys it from a shopkeeper, and as a rule, he has 
not much to say directly towards settlmg the pnce The 
shopkeeper settles the retail pnce, and the consumer buys 
mote or less according as the pnce is low or high. But 
ftiiH docs not mean that the consumers as a body have no 
influence on pnce , as a mattei of fact, their demand is 
one of the most important factors in the market The 
shopkeepers of any town Imow' more or less accurately the 
demand of that toivn, that is, the quantity which it will 
buy at each price, and, as we have seen, they provide for 
its consumption more wheat when the price is low and less 
wheat when the pnco is high A shopkeeper knows what 
his stock of wheat has cost him, and he fixes his retail 
price so as to give him as much profit as possible But m 
ordinary ciroumstances he cannot fix the retail price very 
much above the wholesale pnce, because if he did so ho would 
feel the competition of the other shopkeepers. All of them 
want to sell their wheat, and if one shop asks an excessive 
pnce some of its customers will go to other shops and buy 
there mstead, and the shopkeeper is thus forced to charge 
a retail pnce not greatly m excess of the wholesale price. 

It IS obvious that if there are not very many shopkeepers 
deohng m wheat, they might all agree to sell at a con- 
siderably higher price than the wholesale price would 
justify Probably this happens at times, and certamly 
consumers often thmk that it happens , but the pomt is 
not important at present The mam function of the shop- 
keopeis from the pomt of view of the market is to represent 
the consumers’ demand , and they do this in the local 
market m the way that has already been explamed The 
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Pl^ODUCEI^S AND CONSTOEKS 

bttjtsTS itom la.*-pn- warkcfs who AtUnid <bo boal nmrkot 
tww? quick to notice Oio ohmujc.s in t.ho Jocal floinnncl, and 
the inioirmaflon they colled of couiiie comniimicatcd k> 
the RierclioTitrt for uhom they arc buying • and in this way 
the larger wholo^alo maikct<« aro able to watch the changes 
in the demnad of the country where their agonls buy. 
Thus, the tiemand of the coasumci-a does in fact enter 
largely into the calculations as (ho icsult of which wholesale 
prj«>« arc tisofl. 

The ca«e of the prodneer^ tint is the cultivator, of 
wheats iH fcomewhatf ditrerent from that of llie consinuor 
If he brinpi his 'wheat to the local nwrlcot, ho is, as wo liave 
Keen, not in tho bojst position to get (ho highest piicc, and 
probabf\ ho f-ens as a rule rather bofovs the piico that a 
better man of business would bo nblo to sooure. If ho is 
diRsatisfied w ith the price offered, he can take hi« wheat. back 
and wait, for another market-^iay ; but as a rule ho is too 
busy i<i wn'to many dins at market, and brings Ins wheat 
for lialo only when ho needs the money, so that ho is likely to 
take whale I, or price ho can get If, on tho other liand, ho 
makes over his wheat to a deulor in tho villogo, he bos not 
much chance of learning what tho market-price roally is, 
and the trader is likely to give him .«omcthing less than tho 
wheat is worth at tho moraont Of courao, if there w'ore 
many traders in or near tho villago, their competition to 
got ns much as poaslblo for sale would prevent tho price 
falling very low os they would bid agaffist one another, 
and the cultivator w*ould soli tn the one w'ho offered most , 
but this condition js rare in Indian villages, w'hcro there is 
often only one trarlcr, or else a fow acting in agreement, 
find where many cultivators are in debt to the traders and 
fco are not thoir own masters. It scorns then as if tho 
traders who buy W'hoat in the villages could continue to 
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get it at prices very much lower than thofeo that prevail 
m the markets ; this is, as a matter of fact, true tip lo «• 
certain point, and when students como to oxamind the 
lustoiy of Indiati prices in doinil, they uil! find marked 
differences between the recoided market-pnecs, and "rthat 
are spoken of as “ harvcsl-pncas,” that is, tho price at 
which cultivators make over their crop to tho tradei at 
harvest time Tho difference appears to be gradually 
declmmg, that is lo say, cultivators are getting more nearly 
the markot-pneo for tbeir produce than they used to do, 
but it IS sti]] an important consideration for economists 
and statisticians when they are investigating tho mcome 
which the country denva** fiom agnculturo. 

But though traders can get vheat, and other produce, 
m the villages at prices substaiitially loner than those 
provaihng m the market, they cannot got wheat or other 
produce foi nothing , in other ivords thcro is a limit of 
pneo below Which they cannot go This limit is a most 
important fact in Economics, and wo must examme it in 
a httle detail 

At the begmning of this Book, we saw that a cultivator 
who IS produomg for his own consumption, carries bis 
production on to the point where tho Utility to him of 
Avhat he produces is balanced by tho Disutihty of hia 
exertions m production When he is producing for tho 
market, there is still a balance, but it is between the dis- 
utihty of his exertions and tho utility of the money w'hich 
he gets for his produce, not the utility of his produce itself 
A cultivator who has groivn an aero of wheat and tlunks 
that the price he gets for it does not repay him for his 
exertions m production, is helpless so far as that crop is ' 
concerned , he can only take the highest piioe that is 
offered But when the time comes to sow the next crop, 
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ho will not sow so much wheat as ho did before , he will 
perhaps sow none at aU, or at any rate he wiU not sow 
that part of his land where the exertion of growing wheat 
is ‘ greatest Thus if the price that cultivators get for 
' wheat is too low, in the sense that it does not repay them 
for their efforts arid exertion, less wheat will be sown in 
the following season, whether the cultivator sells the wheat 
, in the market or sells it to a trader m his village In either 
case, there aviU be less wheat to sell m the market, that is, 
' the Supply of wheat will be reduced , and if the trader 
wants to oontmue his busmess on its former scale he must 
offer tlie cultivators a rather higher price to mduce them 
to sow as large an area .as before Thus, even when a 
trader has no competition to face m the village and is sure 
of gettuig for sale all the wheat that is grown m it, he must 
make it worth the while of the cultivators to grow wheat, 
and if he offers too low a iirice, they will not grow it, and he 
will be the loser by having less wheat to sell If market- 
prices haye fallen, trailers may not want to have so much 
wheat £Cs before, and by keepmg the price low m the villages 
they can reduce the production of the next crop , while, 
,'i£ market-prices have been high and they want to have 
more wheat to sell, they must offer a higher price in the 
villages m order to mduce cultivators to sow a larger area. 

. The area sown with a particular crop m a particular season 
depends on several considerations, of which the expected 
price IS only one, and therefore the statistics of the area 
sovm cannot be explamed solely by the course of prices, 
but m the case of crops like wheat, or cotton, or sugarcane, 
which are grown mainly m order to sell the produce, it 
is usually possible to trace a clear connection between the 
extent of the area sown in a district or province and the 
' pnces that have recently prevailed. 



2QG ^ rNTROBUOTIOH TO ECONOMICS 

We have seen then that the pncc of a commodity in a 
wholesale market must bo affected by the attitude of botli 
consumers and producom, though none of them may have 
any dealings in tliat market. Clianges in consumers’ 
demands have constantly to ho taken into account , and 
on the other hand, the supply is largely determined by tbe 
pnee that reaches the ptotlucer. Jlorehants m the great 
markets may not know what is being paid to small pro* 
dneers at a distance, hut they spend much trouble in getting 
the earliest possible information regarding tbe extent to 
which the crop has been soivn,^ smeo this is the basis of 
any accuiate estimate of the supply , and if they hear tliat 
the area has been lednced they will at once see that as the 
suppl5’^ IS gomg to be decreased, the equilibnum-price of 
the maikot wiU have to bo laiscd 
A wholesale maiket, then, is not simple in its worldng. 
There" may be a large numbci of sellers, some of them 
producers or agents of producers with a stock of tbe com- 
modity that they really want to sell, and other merchants 
who are selhng without refeience to their aotual stock {if 
they have any), but only with reference to thoir estimates 
of the course of pnees , -while of the buyers some may bo 
merchants huymg in ordei to sell again, while others -want 
the commodity cither to consume it in their own factones 
or to sell it to consumers throughout the country Buyers 
and sellers ahke are watchmg for every item of information 
that throw^s any light on the possihihties of-changes m the 

^ Stadenta havo probably noticed m the newspapers the ‘ fore- 
casts which the govemmont publishes from time to *tuno of the 
aiea sown, and the probable yield of crops like wheat, or cotton, or 
jute Tlioso forecasts aro prepared for the use of the markets ; 
and the officers who piepare them have to take precautions to ensure 
that all merchants have the same opportumty of getting them, and 
Hat no merchant shall have a ehanoo o£ acting on the information 
beiore it is known to the market generally 
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demand' or the supply, and are constantly revising their 
estimates of what the pnce will be to-day, or to-morrow, 
or next -Rneek, or even some months hence , and they are 
occupied in ascertaining the views of other merchants and 
the prices at which bargains have been made. The men 
who are most successful in forecastmg the future com*se 
of prices may make very large fortunes, and those who 
are least successful are likely to become banlcrupt, while 
most of the merchants may make a reasonable income, 
which, however, may vary verj’- greatly with the chances 
of the market ' In most countries it is easy for the student 
to get to Icnow' something of the course of the larger markets, 
because the daily newspapers devote a large amount of 
space to the subject , students m northern India who 
have access to any of the Enghsh papers published m 
Calcutta or Bombay can m the same way got to know 
something of the market "m wheat or cotton, or j'ute, or 
tea, but the English papers published up-country and the 
great majority of the vernacular papers give very httle 
information on the subject. 

We have said that a modem wholesale market is not 
altogether simple m its workmg, but among all the com- 
plications, the central fact holds good that it consists of 
people engaged m studymg the Demand and the Supply 
of the commodity in which it deals Each of them wants 
to Icnow what quantity of the commodity will be demanded , 
at each price, and what quantity voll be offered for sale at 
each price with this information they can conjecture 
, what the equihbnum-pi’ice will be, that is, the price at 
which the quantity supplied wiU be equal to the quantity 
. demanded, and their livelihood depends on the accuracy 
' of their conjectures. 



CHAPTER XXIX. 


NORLIAL EQUILIBRIUM 

Wu have now seen that the retail prices 'of commodities, 
that IS, the pnces with which ordmary consumers are 
directly concerned, depend on the wholesale prices arrived 
at in the larger markets , and we have seen that these 
wholesale prices fluctuate from day to day accordmg to 
the information obtained and the views formed j by the 
persons who deal in the market But while prices, both 
wholesale and retail, do m fact fluctuate, we must recognise 
from our experience that the orduiarj’’ consumer has a 
more or less definite standaid of price for each of tho 
commodities ho is accustomed to buy , when the price 
13 above his standard he says the price is high, and when 
it is below* the standard he says it is low. And it is not only ' 
the consumer w*ho thmks of a standard of price, the 
market also has a standard, wluch is usually spoken of as 
iSorinal Bnco.’ The tiro expressions ‘ standard price ’ 
and ‘ normal price ’ moan the same thing when w^e set , 
up in onr minds a standard of pneo, wc do not mean that 
the pneo of the moment should always bo exactly tbe 
standard wo have set up, but we moan that we regard the 
ducrgonccB from that standard as exceptional, and when„ 
u> price hiw dnoiged wo expect to see it' return to tho 
fitundnrd In the same way we speak of tho price of tho 



NORSIAL EQUILIBRimi 


' 209 


moment as abnormally low or abnormally bigh, meamng 
that it in different from the standard or normal price 
Thus, in some parts of northern India ordinary people 
think of sixteen scrs as the standard or normal price of 
wheat ; when less than this quantity can be got for a rupee, 
they consider that wheat is dear, or that the price is abnor- 
mally high, while when they can got a larger quantity, 
they say that wheat is cheaxi, or that the price is abnormally 
low. 

The idea of a Normal Piice is of great importance, and 
we have to see how it is determined and how it is related 
to the market price But it is weU to say at once that the 
standard or normal price, whatever it may be, does not 
remain the same for ever, but changes from time to time 
Thus, m some of the places where the normal price of wheat 
IS sixteen sera, it was probably twenty sers or even more in 
the days before the large trade m wheat had developed ; 
and perhaps old people could still be found who regard 
twenty sers as the normal pnee and sixteen sers as abnor- 
mally high They still think of the standard that prevailed 
in their youth, and have not noticed that the standard has 
changed ; but all ordmary people m these places would 
say without any hesitation that at the present tune twenty 
sers is an abnormally low pnee. A normal price then lasts 
for a long time compared to a market price, which may 
change from hour to hour ; but it is itself hable to change, 
though more slowly and gradually. 

To see what this standard or normal price is, we must 
go back to what we said m the last chapter about the way 
m which producers balance the utility of their produce, 
or of the money it brings, against the dis-utihty of produomg 
it In order to examine this subject more closely, it is 
convenient to take an mdustry that is not, ^hke wheat* 

o 
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grouting dependent on the seasons of flie year for an 
inciease or decrease in production. A wheat-grower who 
vvanfe to change the amount of kts production most decide 
hetween September and November of each year;- after 
Kovemher he can sow no more wheat for a year. We wSI 
take instead the production of coarse coanliy cloxh, which 
hand-loom wearers c.m w'ork at throughoui the j-ear, and 
we xnli suppose that the price of this doth in a market 
has been such that the wearers whose cloth is sold la it 
just make a living after paring for the yam and other 
materials they use. At a Liter stage stndonts will have to 
pay dose attention to the exact meaning of this expression 
]ust make a living’ . for the present, wc may esplain 
It proiTsionaUv as meaning that they get enough food and 
clothes for their families and can spend something on what 
we have cahed conventional necessaries, hut that they am 
aWo to save up money or increase their expenditure. 

I “^arkct-prico of Cloth fallsTand the 

!td a" L^r f, Prfoe that is ofTemd, , 

md * J producing as before, 

monev and *u v ^ can borrow nojnore 

tewiing The? do Mi- ^ HBoffiefent 

prices Ota iS tjfy. «■'> Process by whicb 
ote, iLd^ ao coroetbteg 

AU 'tbs Wo^ 

some of them, mhose looms oie oS '' 

them Idle and -eork as dei, ? a riearly trom oat, aill leave 
aa a ork ee day-laboarem ia the fields or in the 
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town : some of tlio younger men will go away and look for 
work in citaes • most will probably continue to make some 
cloth, but many of them uili leave their looms at times 
when labourers are wanted and wages are high, going 
to work, for instance, in the Harvest-fields. The result 
will obviously be that less cloth is produced, because fewer 
weavers are working, and some of them are only working 
for part of their timo ; and if less cloth is produced, there 
mil be the less to offer foi sale in the market, or in other 
wor<k; the supply will bo reduced. But the reduction of 
the suppty IS as we have seen just what is wanted in order 
to, raise the market -iirioe, and m ordinary circumstances 
tins effect must follow. It is obviously not possible that 
the pnee can remam for long below the pomt at which the 
weavers can make a living ; and if it falls below that point 
for a time the supply of cloth will fall off and the pnee 
will be raised again towaids that point. 

iNow lot US" take the opposite case and suppose that the 
price rises" so that weavers can make more than a living, 
that is to say, can .save up money or mcrease their expendi- 
^ turc Here ono of two results may follow • if the weavers 
are anxious to save up money or mcrease their expenditure, 
they. -will mcrease then production , but if they are not 
anxious on theso points, and value leisure more than money 
they’ will decrease their production. We must examine 
these cases separately 

, The first case is that which would usually follow m 
western countries, and economists ,wnimg for those countries 
are probably justified m passmg over the possibfiity of 
- the second case Where men want to make money and 
improve their way of hving, they are quick to seize such 
a chance the weavers would work for longer hours, they 
would take more help from their famihes, and some who.se 
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looms were worn out woulfl buy new and efficient ones. 
Thus the production of cloth would be increased, and tliis 
would mean an increase in the supply m the market, and 
consequently a fall of price. 

in India and some other countries it is not safe to 
assume that this result must certainly follow. ^Some 
classes of the people value leisure— or vro may say idleness 
—more than tlie possibihty of saving money and increosmg 
expenditure ; and if these people find that they are makmg 
more than a Hving, they may do less work, that is to say, 
they may decrease their production instead of increasing 
IL ® ^ decreased supply in the market, 

S? ‘'f “““ “ tethor rBo in pnoo instead of a 

^ M ooalysis of tho oourao of tho market ui tins 

WrST f oneotively ™thont a more oomplete 

tamriedge of the smenoe than elementary stodente possess . 

f'T promsionally for the 

we ate jSc Them r“°^ "■?“ ‘■'"y ^ M 

prodneeis dees n f ““““M “ partienlar olass of 

will follow diffe. adjnstmout of pneo . 

when tr ^ ^ that 

arhsanwho makes it win°^°^*'^ indimdnal 

his produotion the asm. "^ork harder and morease 

imeLse as a whob “ «“** J'^iooadn will - 

change, and produce the ^ notice of the 

othem win z: ^ 

assnmptioina that the extra 

tuo extra produce of those last named will 
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more than counterbalance the decrease in produce whicl: 

' results from some producers domg less work 

On this assumption, which is probably — as a rule, bui 
not universally — correct m the present conditions in 
northern India, a rise in the price paid to producers will 
lead to an increased production, and the resultmg mcrease 
in supply will lower the market price We thus see that m 
the second, or artisan, stage of production, while conditiom 
renW/in ike same, there is m fact a standard or normal 
pnee, as is popularly supposed , and that when the market- 
price diverges in either direction from that standard, the 
action of producers will tend to bring it back If the price 
falls, production ivill be reduced, and if the price rises 
production will be increased The standard of pnee will 
be the price at ivhich the ordmary artisans can ]ust make 
a hvmg, after paymg for then mateiials and for the cost 
of keeping their tools and apphances m order 
The words, while amditiom remain the same, printed in 
italics in the last paragraph, are of the utmost importance 
If the proviso were omitted, it would appear that the 
standard of pnee could never change, and this would be 
entirely imtrue. Conditions do m fact change, and then 
the standard or normal price changes, as we shall see later on, 
but first we must see if our general conclusion holds for the 
factory-stage of production as well as for the artisan-stage 
Let us take the case of a market supphed with sugai from 
' several faotones which buy up the Crude coimtry sugar 
known as gur and prepare white sugar from it ; and to 
simplify the argument, let us suppose that the profits are 
not affected by the sale of the molasses (shira) obtained 
in the process of manufacture. We obviously cannot 
speak, as we could of the artisan, of such a factory just 
> making a livii^ , but we shall find that in this case the 
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standard of pnce is set by irhat we v'lll call the Expenses 
of Production, and that this standard , corresponds very 
closely with the standard which we found to exist m the 
case of artisan-production The term Expenses of Pro- 
duction is used to express the total of several items of 
expenditure ; its exact significance wiU require careful 
study at a later stage of the course^ but for the present 
we may say in general terms that it includes' (1) the price 
of materials, fuel and stores used in the process of manu- 
factuie , (2) the cost of mamtaumig and replacing the 
buildings and machinery , (3) the salaries and wages of 
all the employees and workmen ; and (4) the oivner’s" profit. 
Detailed accounts of expenditure under the first three 
heads are kept m all factories, and the expense of producmg, 
say, a mannd of sugar can be calculated bj taking the 
expenditure over a period of tune and dividing it by the 
number of maunds produced m that time , to this figure 
^somethmg has to he added for the oumer’s profit. The 
nature of this last item null require examination later on 
when we are considermg the subject of Distnbution, but 
we can see at once that a man will not work such a factory 
for notbmg , he puts his ■u'ork and his capital mto it 
because ho expects to earn an mcome from it, and the profit 
lepresents this mcome 

Let us suppose that the accounts of one of these sugai 
factories, which has no special advantages and no speoia] 
diav backs, show that the money paid out comes to eight 
rupees per maund of sugar produced, and that the ownei 
adds one rupee as a fair profit for bims elf the expenses 
of production are then nme rupees per "maund !,By ‘ fau 
profit u 0 moan a profit that jnst about satisfies the ornaen 
o such factories , when they are malong this amount they 
aie not sorry that thoix money was not mvested m some 
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other hKlw>tay, and on the other iitliid they are hot anxious 
to increase their in vestments in sugar-ihaldng Then, if 
the market-price of sugai is nine rupees, or equal to the 
expenses of production calculated in this vay, factory 
oivners wU be just about satisfied. If the market-price 
falls to eight rupees, there ■will bo nothing loft for jirofit, 
and OTvnersf ivill at onco reduce the amoimt they offer for 
sale,' that is, they •n'llj icduco the supply in the maikot, 
'in. the expectation that this reduction in supply will cause 
the maiket-price to rise again, up to the point where sales 
\\ill give thorn the profit that thoj^ consider fair. In many 
cases, w here the fall in pneo is thought to bo very Icmxiorary, 
o'tt'ners may not alter the worlung of the factory, but merely 
put more of the sugar made mto their stoies, and wait to 
sell it later • m this case they ore actmg just lilce dealers 
in the market. But they may also reduce the amoimt 
of sugar produced, and tlm can be done in various ways 
ivithout actually closuig the factory , they may work for 
a shorter time each day, or they may stop woikmg some 
of the macluncs, or they may merely avoid hurrjnng , it 
is jiart of the busmoss of a factory-manager to know how 
to change the rate of production when tbo need anses. 

Thus, when the price falls below the expenses of pro- 
duction, oivners of faoloiies -will take measures that are 
Ukely to result in raising the price again Then action 
is consciotts and dehberale, while the action of the weavers 
•\\hom ■we considered a few pages back is mstmctive , but 
the result is in both coses the same, a reduction m the 
supply "vvluch causes the market-price to rise towards 
the pomt from wliich it has fallen Now, if we suppose the 
market-price of sugar iises to ten rupees, we see that the 
owner wiU get two rupees profit on each maund mstead of 
the one rupee which 3ust about satisfies him. We need 
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not think m this case, as we had to think m the case of 
^ans, that oivners generaUy may decrease production* 
work their factories for iirofit, and when they see 
that the price gives them a high piofit per maund, they 
^ seU as many mannds as possible in order to oUam the 
largest possible profit. They will endeavour to sell any 
took of sugar they may have on their, hands, and they will 
anTmlnv^^ fiction, possibly by workmg longer hours. 
Thus whm ^ np work as much as possible. 

supply will brmg prices doivn agam 

them factory-production, we see that- 

market oi normal price, and that when the 

m toe 8to~ of llT I®™eiy *0 smbo os 
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fluctuate, but whenever it diverges from the normal pnce, 
causes are brought into operation to reduce the divergence 
by alteriug the supply offered m the market. The market- 
price IS thus alwa3re tendmg to return to the normal 

There is a possible exception to this general rule m the 
case of artisan-production if the ma]ority of the artisans 
prefer leisure to money This case has some mterest 
both m theory and m practice, but its discussion must be 
postponed. 

Where production is controlled by a monopoly the 
position is materially different, but its discussion must 
be left for study at a later period of the student’s course 

In the next chapter we have to say somethmg about the 
changes m the standard or normal price which result from 
changes m the conditions of production or consumption ; 
but befoie we turn to this a httle may be said on a question 
of wordmg, which might otherwise be a cause of difficulty 
Earher writers were accustomed to use the term ‘ Cost of 
Production ’ m the sense which we have expressed by 
‘ Expenses of Production ’ , and some of them used the 
word ‘ natural ’ to express what we mean by standard or 
normal Students wjU thus find some writers saymg that 
the Natural Price of a commodity is equal to the cost of 
its production The word Natural has now been generally 
given up because it has several meanmgs, and the word 
Normal is generally used m its place The egression 
Cost of Production was as a matter of fact used m two 
senses ; sometimes it meant what we have called the 
Dis-utihty involved m Production, and sometimes themoney 
that must be paid to balance this Dis-utihty The two senses 
have been occasionally confused, and it is convement to 
avoid the risk of confusion by usmg the term Espenses 
of Production to signify the cost measured m money. 


CHAPTER XXX. 

CHANGES IN EXPENSES OP PROOXJCTlbN < . 

We have seen in the last chapter that the normal'puce oi 
a commodity is equal to the expenses of its production .0 
loi^ aa tU co^ttums ofprodiu^hon and conmm^tion remaxn 

mmtr^ ^ f ® pro™ 

means, and how far it is true m the world m winch ’we 

that all the items' of 
cSsiderafem”^^ exactly the same durmg the period under 

XWnag«.ofa&oto.y 

possAl^ A ^ ^ production as low as 

look-out for my mtS^ ^anagei is thus constantly on the 
pares the efficiencv of ocing the expenses , he coin- 
plans the vanousoLati^®''®^^ labourers, he 

as possible, and he 

work can be done more cheanlvbJl ^^ Particular piece of 

At the same tune he h^to fh I 

as cheaply as possible, of redu^Shfc^'TT 

f setting the best work out 

axjienses by rCducmg the writmJT ? 

fa wntmg and account work,, and 
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generj^y he has to watch every branch of the work so as 
to see whore any savmg is possible. And managers differ 
very greatly in competence, so that it is most unprobable 
that many factories will be found to have exactly the same 
expenses of production in detail 

When, therefoie, we speak of the expenses of production 
of a commodity, we must not thmk that eveiy maund of 
it costs exactly the 'same amount of money to produce . m 
some factories a maund costs rather less, and m other 
factories it costa rather more, and again the expense may 
vary from time to tune, even in the same tactoiy But at 
any given time it is possible to recognise a standard of 
expenses , we can say, for example, that in a given season 
the expense of producing a maund of sugar for a certain 
market has been' nine rupees, even though some factories 
. have produced' at eight rupees and others at nme rupees 
eight annas The former class has made more than the 
usual -profit, and the latter class has made less , but the 
, average 'profit of the whole mdustry has been about the 
same as if all factories had w^orked at the same cost It is 
then the standard expenses m the mdustry that set the 
standard of price, and not the e^enses of any particular 
^factory. 

We must recognise clearly that this standard of expenses 
does, as a matter of fact, change with changes m the con- 
ditions of production and consumption. It is possible to 
imagme a state of thmgs where the population is stationary . 
wheie the people go on consummg the same quantities of 
' the same toiTigs , and where the methods of production 
do not change^ Economists sometunes assume for purposes 
of argument the existence of such a Stationary State, and 
it IS true that, if ,suoh a state existed, the standard or 
normal price , of commoditi^ would remam unchanged. 
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It 18 not possible to point to any period in the’ economic ' 
history of India where such a Stationary' State aotuaJly^ 
oiosted, and that histoiy shows that changes tend 
increase in rapidity, so that it is very unlikely that the 
country is on the way to such a state , but wo can pick out 
a few possible cases which serve as illustrations of what 
a Stationary State would mean if it ever came mto 
existence 

Take the case of the potter m a self-supporting village, 
such as we considered m Chapter XIII. While the popula- 
tion of the village remains about the same, and the habits 
of the people arc unchanged, the demand for earthen vessels 
in the village will vary very httle from year to year Thd 
potter wiU go on makmg about the same number of . the 
same sort i of vessels, and receiving the same amount of 
gram m exchange for them There will be no market and 
no bargammg as to the price to be paid, because the whole 
business has become customaiy , the potter does not 
change his methods of work , he gets enough to enable 
him to hve m the way to which he is accustomed, and the 
price paid for each vessel is the normal price so far as that 
vtUago IS concerned Some of the other village artisans 
offer similar examples, and further examples may perhaps 
be found even among the artisans of small and unpro- 
gressive towns So long as the conditions of demand and 
supply are unchanged, the normal pnee of the commodity 
remains the same, and when it has become customary the 

plnce actually paid m each case is equal to the normal 
price. 


K, now, the self-supportmg village comes mto relations 
with a town, and buying and selhng begm, the potter is 
to be affected In the first place, the town may want 
earthen vessels as well as the village, and the potter may 
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not have enough to supply every one. He would'naturally 
sell what he has to his old customers in the village , but 
some of the townspeople will oiffer him a higher price, and 
he will take t^ from them, unless the villagers also are 
willing to pay a higher price And so the increase m the 
demand breaks up what has become the old village custom, 
and the potter can get a higher price than that to which he 
was accustomed. On the other hand, the villagers may 
take to using brass vessels when they find that they can 
buy these in the town, and the demand for the potter’s 
products may fall off in consequence Or a potter may 
come and settle, in the town, brmgiug a new kmd of wheel 
,and other appliances with which he can make better vessels, 
and make them in larger quantities than the village potter , 
he may sell to the villagers as weU as the townspeople, and 
the village potter may find that he can no longer ask the 
old price, and may have to reduce it, and either work 
harder, or live worse, or copy the town potter’s apphanoes 
These imagmary illustrations are mtended to put in 
then simplest shape the kmd of thmgs that happen m the 
case of ordinary artisan mdustnes, and that happen still 
more frequently in the larger industries cdrried on in the 
factory^ stage For it is a matter of experience that pro- 
cesses and methods of production change, and that tastes 
and habits of consumers change also It is usual to say 
that India changes very slowly in such matters, and this is 
true if the 'comparison is made with some western coun- 
tries but the changes occur all the same, and at tne 
present time the speed at which they occur is certainly 
mcreasmg And when the changes occur, they affect the 
expenses of..producmg a commodity, and consequently 
alter' its standard or normal price , so that though the 
normal price may be the same this year as last year, it is 
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unhkely to be the same this year as it was ton years' 

Students must looJc to the largo treatises on Economics 
ior an analysis of the working of tho vanous causes that 
may change the price at wluch production and consumptaon 
c^e mto cquilibnum , hero we can only give a fow 

Sr the money. 

f^fected the business of all cultivators, who have to pay 
higher wages than before for the same work ; but it is felt 

mostlaW^^Thl*r/^*'° require 

tion IS nnf these ; ita oulkva- 

L Wd^ ^ expensive, but many labourers have to 

wages 

poaaes of podaorng tho raa ooltof I**"” 

M laboarois haa thoiefoio mcreaaed tho ” *>>” 7 ^ 8 “ 

duemg cotton more than tho ! ^ expenses of pro- 

other crops such as food-CTams produemg some 

numbers of cultivators Sm consequently large 

whether to use their land foi ^ doubtful 

now more mebned to grow foor 3 ^^°“ food-grams, are 

less m labour This because they coat ’ 

under cotton and m ^ reduction in the area 

they requn^, gumers hav^t nmount of cotton , 

than they would otherwise 

worth the cultivators’ whUe to 

price may vary from day to da?°^ 

normal price (to which tbo u ^ week, but the 

''’lU be higher than it would ^ 

had not usen ^ labourers’ wages 
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But this is only the^begimiing ‘ The cotton-gmners work 
m the loeahties where the cotton is grown, and hire many 
of their workmen from -among the agricultitral labouiers, 
and they find that they have to pay higher wages in order 
to get the labourers they need So the expenses of produemg 
cleaned cotton are raised m two ways in consequence, of 
the nse id wages ; and its normal price must rise if spinners 
aie to get the quantity of cleaned cotton that they need 
, Blit cotton-spinners, too, find that they have to pay higher 
wages than they used, and ih the same way the normal 
price of cotton-yam must rise, so that it may cover the 
extra expenses of (1) the cultivators, (2) the ginners, and 
(3) ,the spinners ; and we nught carry the illustration 
' further to show that the normal price of clothes must nse 
to cover; not only the extra cost of yam, but also the higher 
wages paid to weavers, and to dyers and tailors 

If then there were no other changes to lake mto account, 
we should be able to trace the effect on the normal price 
of clothes of a xise in the wages of the various classes of 
labourers and workmen employed m their production 
But it IS very seldom, mdeed, that the world stands stiU 
long enough for us to watch the effect of a smgle cause hke 
this, and many -other changes have been takmg place at 
the same tune Thus, the labourers whose wages have 
risen can now spend more money on clothes, and, smce 
large numbers of them are stall msufficientl 3 '’ clothed, this 
may mean a large increase in the demand for cotton clothes , 
and as the demand has nsen, the eqmhbnum-pnce must be 
different from what it was On the other hand, railways 
have been built and have made it possible to brmg cleaned 
cotton to the spinning-nulls from large areas where the 
cost of ’"carnage was formerly excessive . this means a 
large mcrease in the supply of cleaned cotton, and this 
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would tend to reduce the price which spumers must pay, 
and conseq[uently reduce the expenses of producing cotton- 
yam, a change which will tend to reduce the normal pnee 
of cotton-clothes And at the same time, probably better 
spummg machmory has been mtroduced, the pneo of 'coal 
for fuel has probably changed, and many other alterations 
m the conditions, both of production and consumption,' 
have probably token place Wliile, therefore, we recognise 
that the normal pnee of cotton clothes is cq[ual to the 
expenses of produemg them, ne must also recognise that 
these expenses are themselves -hable to change, and that 
thus the normal price is not liltely to remam fixed for any 
considerable time ' 


Let us take another example from the trade m kerosene 
oil The use of this oil m northern India is comparatively 
recent formerly light was obtained universaEy, as it still 
IS in many vUlages, by bummg one of the oils produced 
from seeds grown locally When kerosene oil first came 
into use, it was sent up country packed m tms, and the 
t^ placed in boxes, just as the better quahties of oil are 
n 1 method of packmg is expensive, 

hiHpt 11 ° carrying the oil so packed by rail is con- 

tot V V'f ^®“e°^l^ered that production mcludes 
waiitpidt^° ° commodities to the place where they are 

®®^®®^"ently these expenses 
- is soH umcltf production whenX oil 

and the oil was 1 i>berefore^ the price was high, 

Butitsatisfitd 

producers’ while to i^Stce i^"^ 

reduce verv larirpW ti, apphauees that would 

loaaecs nmst have W teansportaton AH 

W ap alang the ..hea^ 
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the oil IS pumped into tanks placed on trucks, and these 
teicks are brought up-countey by train, and the oil pumped 
from them mtolihe tanks at 'the depots. Thus, almost all 
the expenses of< pablong are saved, and the expenses of 
freight are greatly reduced : conseq[uently the expenses of 
producing the oil in the various towns along the railways 
have been greatly reduced, and the oil can be sold much 
more, cheaply than was formerly the case. 

. Here again we -have only noticed a single cause operating 
to change the expenses of production The recent history 
of the.oil-trade in India has to deal with many other causes, 
some tending to’ raise and others to lower the normal price, 
but they are rather too oomphcated to go mto here. 

As we Have said above, we do hot intend to attempt an 
analysis of -the causes that may affect the normal prices of 
commodities. The subject fe difficult, and it is better that 
studente should first pass on to an elementary study of the 
subject of Distribution , but a few words may be said here 
to mdicate one of the main causes of difficulty, namely the 
element of time. If we confine our attention to a particular 
day or week, we can, in the case of most commodities, make 
a fairly close calculation of the expenses of production, 
that is of the normal pnce, as it existed on that day or m 
that week ' But when we look at a longer period, the cal- 
, dilation becomes more and more difficult, because changes 
have taken place gradually during it, and the normal pnce 
at its end is, not the same as the normal pnce at the begin- 
ning. Few_economic causes produce their full effect im- 
mediately, and. some of them may operate gradually over 
a period' of many years , so that when we consider the 
effects that will^result'from' a particular cause, we have to 
direct our attention especially to the period of tune that is 
req^uired for the effects to bo produced. Students ivill not 
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feel the resulting difficulty until they attempt to master a 
full anal;^is of the problem of equihbnum, such as aviU be 
found m the larger text-boolcs , but it is tv eU for them to 
know that this question of time constitutes one of the chief 
difficulties that he before them. 



CHAPTER XXXI. 


CONCLUSIONS. 

At the be ginn ing of this Book we stated the central problem 
of the science of Economics in the followmg terms 

How does it come about that a particular quantity 
of any commodity is produced and sold at a particular 
pnce % In what way is the quantity determined, and 
how IS the pnce fixed * 

The answer at which we have amved may be set out as 
follows 

(1) Lx any market where a commodity is bought 
and sold, the quantity demanded tends to decrease' as 
the pnce rises, and to mcreose as the pnce falls. ^ 

(2) On the other hand, the quantity offered for sale 
(that is, the supply) tends to morease as the pnce rises, 
and to decrease as the pnce falls 

(3) The effect of the bargaining that takes place m 
the market is to settle the equihbnum-pnce, that is to 
say the price at which the amount demanded is equal 
to the amount supphed. 

(4) The market-price so settled may vary from day 
to day, but so long as the conditions of production and 
consumption are- unaltered it tends, in the case of 
ordmary commodities, to be equal to the expenses of 
production, because when it diverges from that amount 
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causes como mto operation, to bring the market-price 
back to it The stau^rd or normal price is thus equal 
to the expenses of production for the time being 
(We mdicated that this conclusion may not apply 
m cases where the production of a commodity is iii the 
hands of a Monopoly, but left that subject for study at 
a later stage We also indicated a possible exception 
to the rule m the case of some Indian artisans, but the 
study of that exception also was postponed.) ' , 

(5) The conditions of production and consumption 
are, as a matter of fact, constantly changmg ; these 
changes result m changes m the expenses of production, 
and, therefore, the normal price is itself hable to change 
The further analysis of changes m normal pnees was 
deferred for later study, but attention was directed to 
the dilSculty caused by the element of time 

It will be seen that no simple answer can be given to the 
[uestion with which we started Life is compheated, and/ 
IS time goes on its comphcations tend to mcrease , and a 
icience hke Economics, which deals with a large part of 
life, cannot be made entirely simple, because at any moment 
numerous causes are m operation, some workmg m one 
direction and some workmg m another We can, as a rule, 
obseive only the smgle result that follows from these 
numerous causes, and, m order to understand that result, 
we have to trace out the working of the vanous causes, one 
by one, and see how far each has contributed to the result 
Ordmary people are not mclmed to take all this trouble, 
and are apt to be satisfied when they have found a am glft 
cause that seems likely to have contabuted to the observed 
msu t Eor instance, we observe that at the present time 
the prices of food-grams m India are higher than they used 
to be, and the ordmary man is mclmed to pick out some 
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Single cause, which he knows to be in operation, and 
attalbute the whole result to that cause Thus we may 
find newspaper-writers confidently attributmg the nse m 
prices to the w^eather, or to the construcrion of railivays, or 
.to the development of the export trade, or to any one of a 
dozen or more processes which are known to be going' on, 
and which seem at first sight to explain the whole thmg 
But life IS not so smiple as all that, and the person who 
really wants to understand any economic result has to study 
qU the causes that have m any way contributed to it, or 
that seem Hkely to be connected witlvit in any way, and to 
determine so far as he can the share that each has taken in 
producmg the result. And smce many processes which 
look hkfi causes are themselves the result of other causes, 
he has to “study the causes of these causes m the same way 
a rise in wages may be one of the causes of a nse m price, 
but the rise in wages is itself the result of other causes (as 
"we shall see in the next Book), and each of these has to be 
studied before the final result is fully understood 
Now, our mmds are not able to study a large number of 
causes at once : -vve Imow this by experience The econo- 
mist has to follow the same course as students of other 
sciences, and study one cause at a time. He assumes for 
the purposes of study that only a single cause is at work, 
and he studies what the result would be if that cause were 
to work without interference from other causes ; he then 
studies the other causes, one by one, in the same way, 
seeing which causes work in the same direction as the 
cause first studied, and which causes work in another direc- 
tion, and so tend to 'counteract it ; and at last he amves at 
a conclusion, which may approach more or less nearly to 
the actual truth, as to the explanation of the result which 
has been the subject of his study. He is then m a position 
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to forecast, with more or less accuracy, how the result wil 
be affected by changes in the strength of one or other ol 
the causes at W'ork 

The argument m the present Book may be taken as ah 
example of this method of study Wo began by oxamiiung 
what happens m a market with a vanoty of restrictions 
that are not often found in actual hfc, and we saw' how m 
those conditions an equilibnum-pricc Avould bo determined 
by the operations of the market Wo then extended the 
study by seeing what would happen if some of these restrio- 
taons uere removed, and so got gradually nearer the truth 
then we turned to a new set of causes, the study of which 
showed ^ that there is a standard or normal price to which 
the market-price tends to return and then we turned to 

showng that this normal price is 
Itself subject to change We are not yet at the conclusion 

tog, lie stady of tho oSeots of Monopoly, a study of 
STLlT^ a“Portmo6. aud wo have also poslplod 

E tafZ T mvostagafeon ,s not yot com- 

plote but « only an appros.mat.ou to tho truth 

bind, .t IB ^ investigation of this 

nssunnng that no nth ^ nfodymg a sin^o cause, and 

BhouH cirpS: ” 

some other words^which 

careful, just what ^ “ 

especially some of the earhor ^ 

not always been careful to do thifT’ ^^cardo, have 

assumptions Avhioh they have not steSlf f 

j iiave not stated m words Students 
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have, therefore, to be on the look-out for such assumptions : 
they must know just what the writer is assuming for the 
moment ; and when they are sufSciently advanced to read 
some of the classical writers on the subject, they must be 
prepared to find that the assumptions are not clearly 
stated, and that they must find out for themselves exactly 
what is assumed^ 

One assumption is so important m connection ivith 
normal prices that it is well to mention it agam, although 
it has been specified m Chapter IV. ; we are assummg 
throughout that the purchasmg power of money remams 
unchanged. So far as fluctuations m market-pnees are 
concerned, this assumption is m accordance mth the facts, 
smee changes m purchasmg power do not occur so rapidly 
as to affect the argument materially But when we are 
considermg changes in the normal price, we have usually 
to examine a period of such dnxation that the purchasing 
power of money may have altered materially , and if we 
overlook such an alteration we may be seriously misled 
For the present, it is enough for students to remember that 
the assumption has been made , when they have advanced 
further m their course they will find that the necessity of 
maldng the assumption can be avoided by considermg 
normal values mstead of normal prices, and that this course 
18 commonly adopted in the larger works on Economics 

We have desenbed the subject-matter of this Book as 
the central problem of the science The reason for saymg 
f.hia IS found m the fact that-the equihbnum between supply 
and demand, which we have so far studied only in connection 
mth commodities, wiU be found to exist also m relation to 
the various factors of production, and to explain how the 
remuneration of each factor is determmed m other words, 
we shall find that the wages of labourers, the mterest paid 
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for capital, tlie earnings of employees and bnsiriess>mon, and 
the rent of land aio all very closely connected with the 
supply and demand for these different factors The nest 
Book wiH deal with these questions, which are grouped 
together under the name Distribution of Wealth 
We are not j^et, houever, m a position to give a complete 
theoixof Distribution Such a theory must depend on a 
more exhaustive study of the equilibrium of supply and 
demand than we have attempted, and all that can be done 
with our present Imowledgc is to indicate the processes by 
■which the various factors of production have come to 
resemble commodities in many important aspects, and also 
the mam features of difference that exist betw'ecn the two 
classes A prehmmary account of this kmd will not enable 
students to understand fully the causes that determine 
the rate of wages or rent or interest, but it 'will enable them 
to appreciate the objects and the importance of tho fuller 
study of supply and demand that hes before them. 



BOOK V. 
DISTEIBUTION. 




CHAPTER XXXII. 


INTRODUCTORY. 

-We have seen that certain Factois have lo be employed 
in order to produce Wealth ; and.5ye Jiave now to examine) 
the way in which the wealth when produced is distributed ‘ 
among the people who have furmshed the different factors 
Ims section of the science is spoken of as Distribution 
It is possible to imagme cases m which the question of 
distnbution does not anse, though it is very hard to find 
such cases in actual existence If we suppose that a man 
lives by himself on laud to which no one else has a claim, 
and produces without assistance all the wealth which he 
consumes, then no one else could make any claim to share 
m that wealth on the ground that he has helped to produce 
it ; the man who produces keeps the whole produce But 
such oases are very rare ; m all the stages of production 
which we can observe we find that the necessary factors 
are provided by more persons than one, and that the 
persons who provide the different factors receive a share 
hi'the produce to recompense them for the part which 
they have taken m production Thus m the self-supportmg 
stage of production the cultivator, who conducts the 
busmess, also supplies most or all of the capital and a 
large part of the labour , but the land is usually provided 
by the land-holder, who claims rent for its use , the 
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labourers and artisans who oro employed olaim wages in 
I'ctum for feho kboiw thej^ conlnbule ; and if iho cullivaior 
has borrowed capital, tlio lender olttim*^ interest for its use. 
Similarly in iho attisan-stago, the artisan laho conducts 
tho bubmcfcb also jirovidcs some of iho labour and capital 
employed , but ho has to jmj remt if ho has hired a hotiso 
or land, ho has to pay wages if he employs Inbourcru, and 
ho has to pa5^ intcicst on the capital ho him borrowed. 
And m tho facloi3'-slage, tho oimers of tho factory havo 
to pay rent, uages, and mlcrcst in picciselj* tho same M ay. 
Tho reason why such pajnuents havo to bo inado ia simply 
that people as a rule %nll not do things for nothing : ' ordinary 
men who possess land or capital want some rewunoratibn 
foi their use, 3ust as labourers \\ant Mages iu return for 
their M'ork , and the questions Mith M’hich wo aro now 
concerned rekto to tho amount of the remuneration that 
is paid to tho persons M'ho provide the various fnoiors, 

When a commodity has been produced, the jirice received 
for it has to meet clauns on account of 

(1) Interest. 

(2) Rent 

(3) Wages 

(4) Earnmgs of Management. 

The problems of Distribution aro concerned Mith the 
maimer in winch the amount of these claims is determined ; 

ut there are other claims also on tho price received, and 
we must notice hnefly 

capital consumed in the production. 

the capital consumed is obvious 
15 concerned. When a ivcaver' 
ace has to cover the cost of the 
malting it the cultivator has 


Tho necessity of replacmg 
so far as circulatang capital 
sells a piece of cloth, -the pi 
yam which he has used in 
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to replace the gram which he has used for seed , a sugar- 
factory has to make 'good what it has paid for materials 
and fuel, as well as for wages. But the consumption of 
fixed capital has also to he allowed for. Buildings, Tnfl,n]nr>Ra 
or ^ tools do not last, for ever, but wear out gradually, and 
'a time comes when they have to be replaced ; if a producer 
does not provide for their replacement out of his produce, 
but distributes all of it under other heads, a time must 
come when his production is brought to a standstill because 
his^ fixed capital is used up. In aU weU-conducted enter- 
prises, -therefore, a smtable share of the produce is set 
aside penodically to mak e good the deterior ation of the 
feed js ap jta^ ; thus when^K?1accoim^"’^ra*1Set^y'^re^ 
made up for the year or half-year, a sum 'is set aside imder 
the name of depreciation before the earnings are calculated 
The need for such a provision is indeed frequently over- 
looked by producers in a small way of busmess, and this 
omission is a commOU cause of their financial rain. H 
we take the case of a cultivator who has bought a pair of 
bullocks for fifty rupees, and who counts on them to do 
his work for ten years, it is easy to see that he should set 
aside five rupees ^ out of his produce each year, so that in 

^ Stanotly speaking, less than five rupees would suffice if ho could 
invest the money and get interest on it until it is needed ; he would 
have to put aside annually suoh a sum as would amount to Sfty 
rupees at the end of ten years But where a cultivator has not 
access to a bank, as is still generally the case m India, it is not easy 
for Turn to put small sums out at mterest m this way 

On the other hand, he would be wise to pitt somethmg esrfra aside 
by way of Insurance against the nsk'that his cattle may die before 
the ten years have expired , if they die after six years, he will only 
have thirty rupees available to replace them Most forms of onter- 
. pnse provide m one way or another for insurance against certam 
nalrfl of this kmd, and the subject is discussed at length m the 
larger treatises on Economics , but we are leavmg it out of account 
for the present in order to simplify as far as possible a problem which 
is in any case complicated 
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ten. years’ tune he may have the money to buy another 
pair , but as a matter of fact cultivators very , often fail 
to piovide the money for replacing their capital, and when 
their cattle die they have either to borrow fresh capital 
to replace them, or if they cannot do this they have -to 
leave their holding, which is their means of livelihood. 
Thus the wealth produced has first of all to make good 
the capital consumed m its production, whether the capital 
IS circulatmg, that is, consumed m a single ojieration, or 
whether it is fixed and wears out gradually. The balance 
left after domg this is the amount available for distiibution. , 
The other item, taxation, represents the amount that 
has to be paid to government or to local authorities such 
as mumcipahties This amount is determmed directly by 
^islation and not by economic causes j the economic 
effects of taxation may be very important, and these are 
usua y considered in a special department of the science, ' 
present purpose it is enough to note that part 
fnrT® produced may have to be paid away m the 

i® riot available for distribution 
among the factors of production 

items, the remainmg four represent 

for tife person who 
m t ^ seen 

ways than a ’ ^^°^oction can bo organised m more 
out for any metLd^ of Distribution can be worked 

existence, but we shafi 
which exists m the preseu^r^'^f 
of men) undertakes a nrodntr’ 

iand, the labour and tli* onterprise, and hires the 

to any ^vblch he may 'Self 

y mmself contribute We shall call 
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tins man tho Producer : ^ his position is distinguished by 
the fewjt that, ttIuIo ho pays for the land, labour and capital 
hired such sums as may be agreed, he keeps for himself 
what is left after maldng these payments, and thus derives 
no benefit for himself if liis enterprise is a failure. Under 
this system of production, the questions that arise relate 
to Rent, Wages, Interest and Earnings. 

It* will be noticed that the mcome which a producer 
derives from his enterprise usually amounts to something 
more than the eammgs of his management ; it mcludes also 
the remuneration duo to each of the factors of production 
which he has contributed. When a cultivator, for instance, 
has paid his rent and interest and the wages due to his 
labourers, tho balance of the produce in his hands is not 
due solely to his conduct of the busmess • he has laboured on 
the land, at least as hard as any of the labourers whom 
he has paid, and a share of the mcome is due to his labour , 
another shore is due to his capital which he has employed, 
and we maj^ say that tho mcome that is loft to him consists 
.partly of wages, partly of mterest, and partly of eammgs 
of management. And m the same way a man who owns 
and manages a factory has a claim both for the capital 
invested m the factory and for his own work as manager , 
his mcome is made up of these two elements.^ 

^ English vmters have at vanovm times used diSerent names for 
this man, his position is 'exactly desenbed by the French word 
entrepreneur^ and some Enghsh writers use the word * undertaker,’ 
which IS its English eqmvalent Unfortunately m ordinary English 
the word * undertaker * has acquired the special meonmg of a man 
who conducts funerals, and its use m any other sense is at present 
somewhat mcongruous 

,® At the period when the science of Economics was being worked 
out in Western Europe, it so happened that most of tho existmg 
production was earned on by men who supphed some port at least 
of the capital used, and at first a distinction was not clearly drawn 
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The producer is not the only man whose income may 
be derived from two or more sources When a landholder 
lends capital to his tenants, he charges mterest on the 
loan quite apart from the rent on the land, so that his 
income is made up partly of rent and partly of mterest. 
When he invests capital m improvmg the land, he also 
charges the tenants ■with m'terest , m this case, however, 
the charge is usually made m the form of an addition to 
the rent, and consequently we find tenants pajnng under 
the name 'of rent a sum which represents partly rent m 
the strict sense and partly interest on capital For some 
purposes the economist has to distinguish between these 
two items, because the laws that determme the amount 
of rent are not the same as those which determme the 
amount of mterest 


Thus the economist cannot always discuss men’s mcomes 
as a whole , he has to examme the sources from which the 
mcome is obtamed, and must give separa'te consideration 
to the part earned by each separate factor of production, 
^d on the other hand, he has to bo careful to mclude m 
s exammation all that is really earned the remuneration 
of some people is made m such a way that part of it may 
easily be overlooked For instance, m some parts of India 
a groom gets wages of three rupees a month, and a careless 
person might take this sum as representmg his mcome ; 
but such a man usuaUy gets, m addition to the money. 


comiSe S’ ^ f ® 

It was thus found nocessarv to ^etermmed by the same laws 
even when both are takon^v one between the two elements, 

discuss profits, most modem where the older writers 

mterest and otr^nS. discussions of 
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free 'lodging for hitnself,and his family, a certain amount 
of grain >for food, a blanket for the winter, and jierhaps 
some other items. All those must bo taken into account 
in calculating .tho mcomo that ho receives as remuneration 
for his work, and not merely the money that is paid to him ; 
and tho same is true of all persons who obtam benefits 
apart from the money that is paid directly to them, whether 
those benefits take the foim of a house free of rent, a pension 
in old ago, free medical attendance, or whatever the benefit 
may be so long as its value can be stated in terms of money 
la examii^g then tho distribution of wealth, the 
economist considers the whole of what each man gets for 
.each single factor of production that he provides ; where 
men provide only a single factor, he can concern himself 
directly wth their, total mcomo, but when they provide 
more factors than one he must concern himRftlf separately 
■with the parts of their income due to each factor. We , 
proceed to consider in this way tho causes that mfluence 
the rates of interest, rent, and wages and other earnmgs 
e shall find in this study that the factors of production 
can he regard^ very much in the same way as we regarded 
commodities in the precedmg 'Book . there is equihbrium 
between the supply and demand m regard to land, labour 
and capital just as there is m regard to commodities, the 
rate-of rent, or of mterest, or of w^ages being regarded as 
the price paid for tho services of those factors But at 
the same time there are special features to be allowed for , 
in the case of each factor,- so that neither land nor labour , 
nor capital, can be regarded simply as a commodity 
There is an apparent distinction between commodities 
and the factors of production that may be noticed before 
we enter on the discussion which has been mdicated above. 

As a matter of fact, at the present day most commodities 

Q 
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are obtained by a single payment representmg the price, 
while the payments for the factors of production are as 
a rule made periodically and depend in amount on the 
time for which the factor is used , in other words,, most 
commodities are bought, but most factors of production 
are hired This apparent distmction is, however, of little 
or no importance. On the one hand the hiring of com- 
modities IS by no means uncommon though it is not so 
common as buying ; we constantly hire conveyances of 
various sorts, we hire houses to hve m, and sometimes 
we lure things like furmturo or cookmg vessels for temporary 
use. On the other hand land may be bought for use m 
production, though as a matter of fact it is more commonly 
mred , while slaves could be bought m India not very 
long ago, and can still be bought m some parts of the world, 
and employed as labourers m production The distmction 
0 ween and hirmg then does not in fact mark a 

^ commodities and factors of production, 
^d at the present stage studente can safely leave it out 

7! T ^ ^hich the 

pmodioaUy astoad of bemg made onoe for aU 
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INTEREST ON CAPITAL. 

We do not Icnotr exactly when the practice of paying 
interest for the use of capital arose in India. We have 
seen in Chapter XII. that it cannot have arisen until the 
process of saving had begun, because the stock of accumu- 
lated wealth from which capital is drawn depends on saving 
for its existence. It seems probable that when 8a^^ng 
had begun, people at first used their wealth mainly as 
capital in their own business, and that the practice of lend- 
ing it to other people on interest came gradually into exist- 
ence ; we do not know for certam that this was the case, 
but we will assume that it was, and we mil take an imagmary 
illustration from a very early penod of the process, which 
will throw light on the nature of the transaction which we 
are considering. 

We will suppose that a cultivator’s plougli-buUocks have 
died suddenly, and that ho has not got any accumulated 
wealth which he can use to buy new ones * Pe knows that 
a neighbour has saved up a considerable stock of gram, 
and he asks that neighbour to lend him enough of it to 
buy the cattle which he needs The neighbour rephes that 
he w'ants to spend the grain for his own satisfaction, say 
' in building a new house for himself the cultivator urges 
that he does not want the new house at once, but could 
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■wait for a year until the loan has been returned The 
neighbour in answer to this asks. Why should I wait) 
The cultivator can reply in one of two ways ; he may 
urge that they are relatives or old friends, and 'that his 
need is very great because he cannot hve unless he ploughs 
his land , and if his neighbour hstens to these arguments, 
the loan is given as a matter of friendship or charity, and 
the question of mtorest does not arise But on the other 
hand, the neighbour may not be mchned to act chantably, 
and the cultivator may say « I wiU, make it worth your 
while to wait, because next year I will give 'you back* more 
gram than you lend , ” and after bargaining, the loan may 
be arranged on condition that twenty-five maunds of gram 
are adviced, and thirty maunds are to be repaid after a 
year This is a loan of capital at twenty per cent, for 


Students may well consider this illustration in some' 
of fundamental facts 

his vant he is wilhng to pay somethmg at a future time • 

tok S "rh "4 we co^“m; 

It iust as a TYin ^ ^ wealth m order to satisfy 

he could use to Hn.< ^ possession of wealth whicK 

that Ze wS r' 1 

Irnn to oh^r^^ Lz?* ” » toe ouablo' 
spends his existing stook nt°onM ™,*'“ ton il her 
irait, hocanso ho win he able to’ *1' *“ 

We have supposed above that thZ is^a^IiS^-between 
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the two parties before the amount to be .paid as interest 
is settled ; it is obvious that their position m this respect 
is the same as that of buyers and sellers of a commodity 
The borrower naturally wants to pay as httle as possible, 
and there is a limit to the amount which he wiU pay, just 
as there is in the ease of a purchaser If the borrower 
should find, -for instance, that he would have to pay twice 
the loan as interest, he might decide that the charge was 
greater than he could possibly hope to pay, and no loan 
would- be made • and even though he calculates that he 
could manage to pay fifty per cent, as mterest, ho ivill not 
offer to pay so much if there is any chance of the lender 
bemg content with less. . The lender on tho other hand 
wants‘ the highest possible interest . there is a limit below 
which he will not lend, but he will take more than this 
limit if he can get it 

Even then m such isolated transactions at an early 
period'in the organisation of production, a loan of capital 
is settled m very much the same way as' the sale of a com- 
modity At this stage there is of course no regular market, 
if — as we have assumed — ^such transactions are at first 
rare ; and in fact a market for capital can scarcely be 
said to exist even now in many of the villages of Lidia 
The development that has taken place has, as in other 
matters, Been the growth of customs, differmg m detail 
from village to village It is obvious that a man who has 
once made a loan and had it repaid with interest will m 
many cases be ready to make further loans, and as time 
goes on his family may develop a regular money-lending 
busmess , while cultivators who want capital will naturally 
apply to a man who is known to have lent money before. 
We can .thus see' how the existing conditions in villages 
have grown up . a large number of the inhabitants want 
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to borrow money from time to time, and' there are a few 
men (perhaps there is only one m a village) ready to lend 
money provided they can get a rate of interest which they 
consider satisfactory. The position of these money-lenders 
is very similar to that of the retail traders, whom we con- 
sidered m Chapter XXV 111. they fis: the rate of mterest 
which they charge, just as retailers fix their prices of gram, 
but the rate is limited by the fact that if it is too high 
fewer loans will be made, and their mcome from mterest 
Avill be reduced While then such money-lenders have 
usually customary or standard rates of mterest, they modify 
then charges m accordance with changes m the demand 
or capital they will lend money below their customary 
rates rather than keep it unemployed, and they will charge 
more than usual at times whdn the demand for money is 


V.IW° “ m'oidmaiy 
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possible of its money lent out at the highest rate of 
interest which it can get, keeping in' its hands only 
enough to meet the claims of those depositors who may 
want their money back at once. The banks, therefore, 
as lenders are m a position similar to that of the sellers 
m the market of a commodity , they want to lend their 
money just as the sellers want to sell their grain , but 
they want to get the highest possible rate for their loans, 
just as the sellers want to get the highest possible prices 
for their grain ; and they compete with one another in 
the attempt to secure what they want 

The borrowers include all the persons who want money 
for any purpose ; these purposes are very various, but 
the feature common to all is that the borrowers want to pay 
as low a rate of interest as possible. The borrowers are 
thus competmg among themselves for the money that is 
available, while the banks are competmg to lend the money 
which they possess , and we thus find all the features of 
an organised market, just like the wholesale wheat-market 
which we descnbed in the previous Book. 

Following the ordmary use of language, we have spoken 
of the transactions earned out m such a market as made in 
money. It is m fact rare for a producer to borrow the 
actual capital which he needs ; fis a rule, he borrows money 
with which to provide that capital. The cultivator m 
our opening illustration did not want the wheat he borrowed 
for Tise as wheat ; he wanted cattle, and he borrowed the 
wheat to give in exchange for them. In the same way a 
man who wants to set up a factory does not borrow the 
particular items of capital which he needs, the bricks, 
mortar, timber, machmery and so on ; he borrows money 
to pay for these We have excluded a discussion of the 
TYi Rfl.ning of money from this mtroductory course, but 
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Biudents are already familiar with the fact that the word 
means somethmg more than pieces of corned ineial, ^nd’ 
that a man who borrows a lakh of rupees no longer needs 


to have a cait loaded with the silver corns, but can handle 
the loan in various convement ways This Toiowledge 
IB safiBcient for our present purpose, and we shall continue 
m this chapter to speak of the transactions we are con- 
sidering m terms of money, remembermg that it is hot 
the money w'hich borrowers really want but the 'Various 
things which the money can be used to pay for 
One pomt in this market for money deserves ^special' 
notice. In discussmg the wheat-market, we saw -that 
dealers have to pay constant attention to the conditions of 
supply and demand m other places, because wheat can be 
taken from one place to another and will ordmarily be taken* - 
for sale to those places where the price is highest But it is 
much more easy to move money than it is to -ndove wheat 


or some similar commodity , students will not realise the 
truth of this statement fuUy until they have mastered 
the subject of Credit, but it is obvious that a lakh of rupees 
can be sent say from Calcutta to Cawnpore m the form 
o currency notes very much more cheaply and quickly 
than wheat to the same value could be transported And 
even currency notes are comparatively a clumsy method 
o raus erring money from one market to another * with 
°^S®^ 8 ation of bankmg and credit, a telegram 
fmm ^ 18 enough to transfer the largest sums 

t tT n oam the h^hert profit; 

tool ” Dofin hao to W the cin: 

mcicly in the «o‘***^? T which pretufi not 
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ais England, and Anicrioa, and Japan. Thus the market 
m‘ question is oven more highly organised than the market 
' for wheat, but the organisation is of the same land Let 
us examine in a little more detail the conditions of supply 
, and demand m such a market. 

We have seen that m a market for commodities the 
general law is that the amount demanded falls when the 
price rises', and rises vhen the price falls. This is equally 
true as regards money. Borrowers want money for a large 
variety of purposes, but most of it is wanted in older to 
make a profit by using it m production, and producers will, 
, as a rule,' emploj’ more and more money so long as they 
can get a ]irofit by its rise The mdividual producer is 
constantly askmg himself the question : Can I employ 
more capital with advantage or not * Ho calculates, for 
example, that he can increase Ins income by two 
thousand rupees a year if ho employs ten thousand 
rupees m setting up certain new maclunes : he knows 
that m order to provide for depreciation he should set 
i aside ’one thousand rupees yearly from the additional 
income, and ho has to see if it is ivorth Ins while 
to set up. the machines for the sake of the income of 
one thousand rupees that is left when this provision has 
been made. The ansiver clearly depends on the rate of 
interest which ho has to pay for the loan . if he can get 
it at four per cent , he will have six hundred rupees left 
for himself as earnings, and he'.wiU almost certainly make 
the investinent'; while if he finds that ho would have to 
pay ten per cent , he sees that there would be nothing left 
‘for himself after paymg the interest, and he will not, as a 
rule, tlunk this worth his while. If wo suppose that he 
can get the money for somethmg less than ton per cent , 

' BO that he can hope to earn a small sum, say fifty or a 
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hundred rupees a year, his course of action is doubtful.: 
some men would thmk it is just worth tbelr while to buy 

the machines, and others would, after heSitatmg, decide 
agamst it , 

lii the same way , the extent to which money is borrowed 
for dealers’ transactions depends very largely on the rate 
o m rest A dealer, for mstance, who buy^ wheat from 
ou ivators at harvest, must as a rule have money to pay 
tlG priM m oash tor aaah lot oj wheat that he buys He 
0. leulate that by bupug wheat m the vJI^es iud 
It .n a distant market, he can make a proBt of two 
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lire licsitoting whether to borrow or not, and other men 
hesitating as to the amount they will borrow; and even 
a small change m the rate -will affect their decision. So 
far then as the demand is concerned, money can be regarded 
as a commodity, and the general Law of Demand applies 
to it. - 

. Tuniing now' to the question of supply, the money that 
is ready to be lent at any moment is almost entirely m 
the hands of the banks and of those firms which do banking 
business without calling themselves banks. At very low 
rates, some or all of these mstilutions ^vlll not lend money 
at all ; and the higher the rate which can be got, the more 
ready will they be to lend in larger and larger amounts 
,lt is easy to see, therefore, that the, supply of money m 
the market will be mcreased when the rate rises, just as 
the amount of wheat offered for sale is increased when 
the price is raised ; in fact, it is easier to increase the 
supply of money than of wheat for the reason (wliich has 
already been mentioned) that money can be moved from 
place to place more easily and more quickly than wheat 
Thus on the one hand we have a number of borrowers 
anxious to borrow at the cheapest possible rate, and on 
the other hand a number of lenders anxious m get the 
highest rate they can ; and the bargaming that goes on 
between the individuals determmes for the moment the 
market rate of net interest, at the pomt where the Demand 
and the Supply are equal 

The expression net interest which we have just used 
draws attention to an apparent difference between interest 
and prices, which will be explained m the next chapter. 
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not to consider a qiicstioii of this kmd, because his transac- 
tion is comiileto tphen the commodity has been delivered 
and its prico has been received ; but a loan of capital is 
a.' transaction extending over a considerable period of tune, 
and it may happen that during this timo the position of the 
borrower changes so t.hat he is unable to fulfil his promise 
to repay. H, for instance, he has borrowed in order to 
buy macliinerj^ ho may find that the maclunory he has 
bought is unsuitable, and yields him no profit ; or if ho has 
borrowed to buy gram or other produce, prices may have 
fallen so much that ho has lost money instead of gaming 
it by his transactions. There is thus a risk that the borrower 
may be unable to return the capital , and the lender guards 
Iiimsclf against this risk by charging in evefy case some- 
thing more than the net interest. If we suppose that a 
man who has lent Rs. 10,000 in small sums to a large 
number of people charges each of them two per cent, to 
cover this risk, then ho hopes to receive Rs. 200 m a year 
in addition to the net interest If he finds at the end 
of the year that all his capital is repaid, he has gained 
Rs, 200 ; Avhile if his debtors are unable to pay Rs. 500 in 
all he has lost Rs 300 

A moneylender or banker regulates the amount of ,his 
charge for ^insui once against nsk accordmg to the view 
he takes of the risk in the case of each borrower. If he 
knows that a particular borrower is both honest and 
prosperous, the charge he makes wiU be small , if the 
borrower is not prosperous, the nsk that he may be unable 
to repay becomes much greater, and the extra charge is 
' much higher , .while if the borrower is thought to be dis- 
Jionest, and hicely to refuse" to pay when the time comes, 

' no one will lend Iiim money except at a very high charge 
mdeed. In ordmary busuiess a man’s a edit is said to be 
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good if people generally expect. Iiim to jmy hi» dclifs, ivnd 
bad if they Hunk ho inll bo either nmiiiUing or inmblo to 
pay ; and a man's credit may bo measured by tho niriounfe 
that ho is charged for loans. Again the ehatgo for in- 
suranco W'ill vary greatly according lo the nature of the 
security that tho bon oner gives. Sometimes a loon may 
bo given on what is called tho personal security of the 
borrower, that is, simply on the bonower’s promise to pay* 
Loans on tho personal sccuritj* of the boirower are naturally 
given only to men whoso credit m good, and even then tho 
choi'go is usually high because there is llio risk "that a man 
may become unable to paj' ovoii though iie wishes to do ao. 
Such a man can got a loon at a substantially lower charge 
if two or tlirco other men, whoso credit is aiso good, agree 
bo scoimty for him, that is, to bo responsible for the loan 
If he fails to pay. The charge is lo&s m iim case beoaose 
there is much less risk that three or four poraons will 
become unable to pay than that one man will default. 
Or a ma,n may give some tangible seounty, which the lender 

u r>Mgo jewels, or 

charffRil f ^ f ^ private persons the sum 

risk m addi^ ^eludes a charge for msuvanco agauist 
risk m addition to the not mteiest 
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troublf that he S'trtakJ* “ay vary according to the 
jewels pledged to b JSthSth 

““rt™ ‘to not intoroot, ,o havo to doduot from 
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the charge actually made something on account of msurance 
against risk, and somethmg on account of earmngs of 
management. 

An example Tvill make the relation of net to gross mterest 
more easily understood We -will suppose that on a par- 
ticular day a bank makes loans to different -persons at 
6, 8, 10 and 12 per cent , and we mil also suppose that the 
bank charges m each case 2 per cent, on account of its 
earmngs. Deductmg ' this 2 per cent., we see that the 
various bdrrowem are paymg 4, 6, 8 and 10 per cent, to 
cover, both net interest and msurance The rate of net 

I c " 

interest is the same m the case of all the loans made at the 
same tune, and we may take it at 3^ per cent , and by 
deductmg this sum we can see what each borrower is 
paymg as insurance. The first borrower is only charged one- 
half per cent , and' we may be sure that his credit is very 
good, and 'that he has given very satisfactory security. 
The others are charged respectively 2|, 4^ and 6| per cent, 
by way of msurance The manager of the bank has con- 
sidered the credit of each of them and the nature of the 
secunty which each has offered, and has fixed these chaiges 
m’ the hght- of his experience so that, to the best of his 
judgment, the bank will' not lose money in the long run 
by some of its debtors faihng to pay , he knows that m 
the ordinary course of busmess some debtors will fail 
to pay, and he calculates that such losses iviU be ]ust 
about covered by the charges winch he makes 

It IS then the market rate of net interest which is deter- 
' mmed by the conditions of supply and demand that prevail 
at any moment m the market , and the gross mterest, , 
which individual borrowers have to pay, is made up of 
this net mterest and of the other items that have been 
described above It is not easy for students to know just 
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what Iho «ft rato i-j at morticnt , iKJcaofff (!u» RiatkH 
ropHrts \shioli art* piiljluhixl in th»’ «**fWap<ip'rw dn^mi 
tli>itinguls}i iho viirloHH ilcmh «h wo h-ivn dncn , but &si 
idea of >ts IlnWualioijH dinmi; ‘•horf iiwmbj tan,b^ jjot- by 
watclimg fhc* fhangt » in vhftt h knowjs aa ^h^ linnk. 

From time io lunc oacb i<f fhn ilm-ft I’re-ndlciity Bank*}-— 
{i.p the BaiiJcn of Bengal, .^nd annoarsc'^ji' 

tho lov.c-'t into 111 wliich if uiil h-ml n.on«H nn iJotfwfiy 
good f*e{ lint} . At one l nno , w In j» 1 hf . demand for capital 
Finall compami w'lth (ho aupplv, tho hard: tatoTipy fttiiwf 
at four per cent, or o;en a.s lov nr> three per et'irit.t theft 
vdicn Ibo contlitioTJji of aopply and d< numd clnwigOj the 
rate may rise rapidly to **ix or per rent., and ol?ca- 
fiionnlly oven bighor. Tiu’^<* elnngri> in th*,' bank; rate 
mdicalo Ibo change** in the mark* t rale of net mtere*}t ; 
Ibo not interest ja Icai fhan the bank mte,, because the 
latter jnelude*' ohaige*, for manageinont, and a Finall charge 
foi n'lk, but these do not vnrj* giealK ni a sdiort |«*rjod of 
lime, and, ennseqncnlly, if «{ f.afe to eoncltifh that a Tifie 
of one per cent in the bank rate indicalfH a ra-e of about 
one per cent m the inarKef rate of net mtt rest. 

In the cose of a market for a conitnodii)*, wo ?aw (bat 
at any giren tune tlicrc is a normal price to wliieh the 
marvot price tends to return , and m just the same May 
tbero is a nonnal rate of net inteiest. When the market 
mte rises, those persons who have boon hesitating whether 
decide not to do so, and in this way 
operate to ttduco tho demand for 
leodtl the other liand, a rise in the -rate will make 

7? T 7”"^ ^ ™ ■" «>» ioarkot raK 

wav na in ^ f demand and tho supply in suolf n 
3 load to a reduction m tUo talo , uhilo n fall in 
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ih> In* )ivh)( hnmnv and waldng lending 

artfa^tn?, if>mh Co nmk<‘ fhu Tales me again* 'j'hc 
i'i jnarket T,tlrt to Uu* iu>rmitt rate is thus 
‘|mvi»e'lT tl;eKame tint* ot market fononnal 

There U, Imttover, nfut* jrf'cnUaritj that rcqtiirt“i notico» 
mmely, the Ta.ri’isi'7n in the rat^ of infewstf «dU the season 
she A variation of thi'^ Mnd o^'cunt iu nil cotm- 

tri'j'' oh«?t» a of the circnlating capital 

in :*> itnplny-vl in trade in ainicultuml produce, and it 
jxi ^ ?jirfs:*f>5Uy t! 0 'i*’#>!ah!e in IiuUa. whore thb prrtporrion h 
■* 5i: prr*onf \cry high. A large rari*dy of crops rijani in 
i\ii *■ *«ne n'«Mh ; cnitivator^ are onxion** to ‘•ell their 
pocteioee Hh. ‘•mn Oft nttd at each hardest there is 

o In-'C*** d> tuA'hI f(>r eipitel Uj bny the prf»dt»ro and tinns- 
p ri ii to the jttni'C*'! when* it vvill Iw cotBumwl 27ns 
<h'Wi-nsl 4Hrn\f-^io when nn» l of the produce lino been 
th’vli-vvith 1 m»r\ ao the lUmand for rnjjital is much highor 
in rnurtths tlnin iu oshors In t.VilctJtta, for iustanco, 
fiernand h elack and interc’d i>. low rbtriug the early part of 
the va5ji»s,«nd tJu* Imnh rate nt thb peiiofl is low. Ah soon, 
iifCArviC, jw the juteoiop ri|«mH, money i*- wantctl to deal 
with ii, and the rate o{ interest, tv< a mb', risft? rapidly ; 
thou Uioru money i- wonted for the rice crop in Bengal 
and Tittnu.i, win'lo by the time tho cold wx*alhcr iKsguui Iho 
[{•(imb‘45'^ nmrltrf demandn largo stims lo deal wdth tho 
cottsrm crop. Tho hnnfc rato (winch, m w'o havo seen, 
indicAtes tho rale of not mtercst) is therefore generally 
hmh or verv* ing!> dunug the wintor. If the winter crops 
are gwd, there in a further large demand for capital to deal 
with wheat and oih^H-'ds ; but tia soon as this demand is 
fiTitkficd the brink rate Mh ngain, and it is usually at a 
luinimtim in the lains until tho next jute crop causes a 
fn Hh ri><o to begin. Btudenb, therefore, w'ho wish to follow' 

K 
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the mevomonts in the rate of nitercst that takes place from 
month to month, must allow for the fact that the doraana 
^ for capital vanes very greatly with the scason of the year, 
and also for the fact that it vanes from year to year Mith 
the yield of the crops . and they will find that thekd varia- 
iAom account for changes m the bank rate, and afo, m 
, pu onvard to oxjjlam such changes in the sroporla 

roga^gtS 

market m Calcutta or Bombay. s *'« 

consider tins subject Z ^ 

master the movements ^ 

the full consideration hZ l! ^ subject of which 

and then to apply thd, til 

movements m 5m rate of ^ long-period 

that can be done is T .nl 

may result in changes m the^*^ causes which 

of these causes for the fature”^™^'^ leaving the study 

crease with^tho prog^e^ 

Wo have seen in Book H production, 

the employment of more tinri °^gS'^ation involv^ 
depends on tHe sunnlv nf capital, and that it 

p tbs tendonoy Sfa^d^ by S w quantity., 

a higher rate of mto« ' 

^4w*on most thoroby bo'^t^ ,o£ 
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3>ef»plr being nblo fo ?iive — lljat i% on their getting more 
■vrmlth tiinn is wjqmred for immccliato consumption* The 
orgoni‘!ittii»n pKidnclion increases the supply of wealth, 
a.nd oouscf|ucn!ly makes it possible to save a larger 
amount. And while increosixl sa^^ng becomes possible, 
the progre,s«i of the country renders it at tho same time 
more likely : people think more of the needs of the futairo, 
luid realise the advautagea of saving more clearly, and they 
also TcaltMj the a<i vantages of emjilojung their savings as 
t^ipital iiedead of hoarding them in tmproductivo forms 
Tliu*? tho pro’5]»ect for tho fuluro is that both tho demand foi 
eapit-al, and tho supply of it, will increase , and tho question 
whether the nomml rate of interest will rise or fall depends 
on the relative speed in the inoreaao of tho supply and tho 
denumd. Some, economists have looked foiward to a time 
when the supply of capital ho so great that it camiot 
all be utilised in piodiiction, and it is conceivable that this 
may come to pass* On the other hand, tho study of 
economic progress suggests that f here may always be room 
for all tho capital that becomes available; and, in any 
case, the need for moro capital in India {and in other 
parts of Asia) is so enormous that the quoslaon w'hother 
it will ever be comjilelely sathfiod has no present mterest 
for the student 
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INTEREST (GonUnued) 

We mtist now resume our consideration of the rates of 
mteiest that are jiaid m Indian villages We have seen m 
Book IV that the retail pnce of a commodity such as 
wheat does, m fact, depend very largely on the wholesale 
price as settled in the large markets, and that the con- 
nection between the two prices is becommg closer with the 
development of means of commumcation a similar 
statement cannot yet be made with regard to the rate 
charged for loans to cultivators, and one of the“ greatest 
needs of the country is the estabhshment of such a con- 
nection, so that the agricultural mdustry may have access 
to the great store of circulating capital which is con- 
trolled by the markets m the cities of India 
It IS still, broadly spealong, true that there are ' no 
regular markets for the capital required for agriculture 
Each village, oi group of villages, depends for its supply 
on a few local moneylenders, and probably, m the majority 
ol cases, those moneylenders ore mdependent of the main 
hanlong-system of the country, each of them mvns a 
coitain amount of capital, and lends it at the highest rates 
ho can obtain m the neighbourhood, but they do not think 
c»f ohtaimng additional capital from the hanlss when the 
amonnl which they possess is insufficient I’he ordmary 
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cultivator is accustomed to deal ■with a particular money- 
lender, and It IS not easy for him to leave that money- 
lender and go to another custom, as we have seen, is a 
strong force m the villages, while a large proportion of the 
- cultivators are, at any given tune, m debt to their money- 
lender, and if one of thorn should attempt to leave him, 
he would at once he pressed for the money which he owed, 
and might be rumed by htigation. The net rate of mterest, 
as determmed m the city markets, has, m consequence, 
very httle direct mfluence on the amount of gross mterest 
which the cultivator pays ; he pa 3 re whatever rate is agreed 
upon 'With the moneylender with whom he deals And, 
in bargaming for a loan, he does not meet the money- 
lender on equal terms ; his need for money is urgent, 
and, as we have seen, he cannot go from one lender to 
another findmg out who will lend at the lowest rate , he 
has, therefore, very often to agree to whatever rate the 
moneylender chooses to fix, and the lender fixes the highest 
rate that a man who urgently needs money iviU agree to 
pay The consequence is that the gross interest charged 
on capital lent for employment m agnculture is very high 
indeed • m large parts of northern India it ranges from 
25 to 60 per cent annually, and these very high rates are 
a serious check on the prosperity of the whole country 
It IS probably true that almost every cultivator m the 
country could mcrease his mcome substantially if he could 
borrow the capital he needs at even as much as twelve per 
cent., but the charge of 25 to 50 per cent makes it, m 
many cases, impossible to make a profit, and consequently 
the annual production of w'ealth in the country is very much 
less than it would be if capital could be borrowed on more 
reasonable ■terms 

This position is not peculiar to India , the same thmg 
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IS more or less trao m every country nbero the holdings 
are so small that cultivators cannot deal tlirocfly with tho; 
ordmaiy honlcs, and where special arrangomonis have ‘not' 
heon oigamsed for supplying tho capital which they need. 
Wo have said m an earlier chapter that the ordinary 
banks cannot deal directly with tlie cultivator; but Jot’ 
us suppose for a moment that a bank decides to‘iiutkc tho 
attempt, and opens branches say at tho headquatiera of 
each subdivision of-a district. Tho manager of each branch ~ 
^viU then have to fix his charges for loans in the way W'hioh 
has already been described in addition to interest, in tho ' 
strict sense of tho nord, he will have to charge something 
for the cost of managomont, and ho‘wiU have to charge 
enough by way of msurance to secure the hank against the 

SllT ™torj>ho «,mc, for a loan . thoao iion 

mil of oaoh. Now, 

also tovol, ( jI*” uoocssary onqniries, and would 
suffice in Its _^?^^^o™P”^ooufaonsaguuistl(^tl]on 
would theiofore chaiges for loans 

meat would bo Te^Smo°^,at mioiage- 

would bo muoh hiaho^An ‘r “goioot “k 

Wo have 

'fflng out oleoily the iJt£t Z * m order to 

tors IS an oapoLX “ b ® 

B«. oborgo for'copitaliXVLX? ' 

arrangements must bo - I doivn, some special 

tuo 4 trrou^ xrit ™ 

chief amis of the system of 
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co-oporativo credit winch, is now being established in many 
paarts of India* - At a later stage students wiU have to pay 
close attention to this j^tom, and, for the present, we mU 
use it only as a further illustration of the nature of the 
interest tliat is paid m the villages 
It is now possible for a group of cultivators in a village 
to form a co-operative credit society, and when the society 
has been legally constituted it can borrow in a single 
transaction all the capital that its members require. Thus 
if fifty cultivators join* the society, each of whom wants 
a loan, some wanting twenty rupees, some wantmg thirty, 
and so on, to a total of Rs 1,200, the society can borrow 
that sum and distribute it among its members. A bank 
or other lender mil clearly find it much easier and much 
safer to lend to the society than to lend to its members 
individually! instead of fifty separate transaefaons it 
has only to enter into one, and it has only to consider the 
credit of the society as a whole, instead of the credit of 
each separate member. The lender can thus charge very 
much less for management ; it costs him no more trouble 
to lend Rs. 1,200 than to lend Rs 20, and m this way the 
existence of the society reduces the gross interest maten- 
aUy by reducing the charge for management. The charge 
for insurance agauist nsk can also be reduced. It is a 
standing rfile in these societies that each member is hable 
for all the society’s debts ; that is to say, if the society 
should fail to pay its debte, any smgle member might be 
made to pay the whole, if the other members could not 
contribute. Now people will not jom in a society under 
tb^H rule unless each of them trusts aU the others, and the 
fact that a society is formed mdicates by itself that all 
the members can be trusted to pay their debts m aJI ordmary 
circumstances, and, consequently, the credit of the society 
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is good There are also numerous provisions in iho system 
for ensuring that the societies shall bo worthy of trust, 
and the result is that a loan to n society' is attended with 
very httlo iisk mdeed, and the charge for mauianco against 
nsk need not ho large. The gross interest, theroforo, 
charged by lenders to such a society is very much less 
than they would charge to the individuals of whom the 
society IS composed , it is loss because both the charge 
for management and the charge for insurance agamst risk 
are very much reduced 

Wo must pass oi'or the other features of tho co-operativo 
system, winch are designed partlj' to strengthen tho credit 
of tho societies and partly to give them access as easily 
as possible to tho stock of oiiculatmg capital uhioh is in - 
the hands of the banks So far as tho system succeeds, 
its result wtU bo to make the interest charged to agn- 
cultunsts depend on the market rate, very much in the 


same way as the price of wheat paid to tho producer 
depends on the raarkot-pneo of wheat. Tho indi^udual 
cultivator wuU then, hke the borrower in tho city, pay^ 
gross interest, consistmg of tho market-rate of net intoiest 
with roasouablo additions for cost of management and 


insurance against nsk , and the village-markets for capital 
will be coimectcd wuth the mam markets of tho country 
While, therefore, we have to recogmse that at the present 
time the rates of mterest charged m the villages are not 
etemmed m the same w'ay as the prices of commodities, W'e 
must also recogmse that there is a tendency for them to be so 
determined, and we may fairly expect that as tune goes On 
e posi ion of capital wuU, m this respect, become moie and 

^ ®o““odity, and that, the resem- 

rni^ivluoh already exists between the rate of mterest and 
tne pnee of a commodity iviU become closer and closer.' 
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, So far, in this cliaptei, we have dealt with the question 
, of capital m the ^•lllages ; but at tbe present tune it is true 
that even in the towns and cities the artisans and other 
small producers borrow from moneylenders in much the 
same way as the cultivators, and that the rates which they 
pay are practically independent of the maiket-rate of net 
interest. But in then case too the co-operative system 
opens out a way of connectmg them with the mam market, 
so that there is a jirobabihty that the artisans hke the 
cultivators will, as tune goes on, come mto touch ivith the 
market, and borrow on the terms rendered possible by the 
conditions of supply and demand. 

We may now summarise our preliminary account of the 
causes that determine the rate of mterest. Capital m 
India is not yet m the same position as a commodity, but 
it IS gradually approaohmg to that condition. There is 
already a market for capital m the cities, in winch the rate 
of net intere.st is determmed by the conditions of supply 
and demand, very much as the price of a commodity is 
determined, and the gross interest charged to mdividual 
borrowers m these markets is made up of the net interest 
so determmed, together with additions to cover cost of 
management and insurance against risk The small 
producers, whether m the cities or m the villages, have not 
yet access to the main market for capital, and the rates 
which they pay are still more or less mdependent of the 
market-rate , but this condition is not likely to be per- 
manent, and the probability is that as tune goes on the 
market-rate will have a wider and wider influence on the 
rates charged to all classes of borrowers When, therefore, 
students have mastered the mam theory of the equihbnum 
oi supply and demand, they con apply its conclusions to 
the determination of the rate of interest as is done m the 
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English tojrfi-books on tho subject. They have to remember 
that in India at tho present day tho rates charged on the 
capital borrowed by small producers are not, os a tolo, 
dotormined in accordance with this theory, but still depend 
mainly on tho power of the individual lenders ; but, at 
the same tune, this exception is likely to become of less 
importance as time goes on, and tho theory uill approxi- 
mate more and more closely to the facts of Indian m- 
dustriol conditions. 
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KENT OF LAND. 

We have now to take up the next factor of production — 
Land — and see how far the rent ^ paid for it can be said to be 
.determined like the pnce of a commodity by the conditions 
of supply and demand In this discussion we shall confine our 
attention to agrioultural_Jand^ rent of land required for 
other purposes is determined, to some extent, m the same 
way as that of land taken for cultivation, and the study 
of its peculiar features can be deferred to a later stage. 

In the fibcst place, we must recogmse that though markets 
for agnoultural land can now be said to exist m India, 
they have only recently come mto eidstence, and their 
organisation is much less perfect than that of the markets 
for produce such as wheat. Before the Muhammadan 
conquest of northern India, the cultivator usually paid 
to the Raja, whose land he occupied, a share of the produce 
of his land at each harvest ; but it would be a mistake to 
regard this payment as bemg merely rent paid for the 
right of occupymg the land It mcluded rent in this sense, 

1 There is no reason why a man should not buy land to cultivate 
instead of V»in n g it, and tius is ih fact sometimes done, though the 
practice is rare m India The price of land is, however, usually 
calculated either with regard' to_the rent which it will brmg, or to 
the revenue which is charged on it, which bears a fixed relation to 
the rent , the market thus regards tlie rent as the real tlung to bo 
determmed 
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but it also included the cii ltivaWs shnro . of 
The Raja maintauiod somo sort of govenimont, and pro- 
tected the cultivator (inoro or Jess complctoly) against 
cheats and robbers, and the jia'V’ments made by cultivatoxs 
formed part of tho revenuo oxjieiidcd on the govomraont 
of the state As a rule, a family remained in the possession 
of tho same Idnd from generation to generation, and paid 
the share of tho produce as a matter ot.. Qiistom . and the 
question how tho share was doterminecT'jn those times v.a5 
not a matter for discussion by economists Tho Muhara- 
ma an ruleis for the most pati mauitained this system of 
>nure, but changes in tho share taken by them were made 
nqtjnfrsauo^ly''. thus at diiToront tunes wo find that oulti- 
vatoi-s were required to pay as little ns one-tenth, or as much- 
as ono-third, or even one-half of their produce. Such 
hanges m the rate charged wore nqt^dotonnmcd directly by 

depended on the wiU of tho Emperor, 
determmed by the 

Xor insfaMicn ■ economic effects In some coses, 

oTi^r.:. . ■"»"> «>an h»« 

bv the Kinfxs ml.’ ^ ''hen half the produce was taken 

land and look somo^ “handonjis 

fact wa^ annarpn+ir^ of.Iiyehhood This 

and It impLd aif recognised at the time, 

produce taCLL“°—^ 

the share taken ^houlfSrT^''* i’* recogmsed that 
vators to give up then- In i 

cultivator’s navmenta ' ’ ®''hject to this bnut the 

the State, and noi bv regulated by the deoisiqn^of 
- t by economic causes. 
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It is on the whole correct to say that during these periods 
landholders did not csast in northern India, if we mean 
by the woid londlioldor a person who has a right of property 
in a certain area of land, which he is free either to cultivate 
for himself or to let out to^ultavators. The landholders 
came into existence ^ mainly durmg the period of^ anarchy 
winch covered J;he greater part of the eighteenth eentury, 
and then the development of markets for land became 
possible, because the supply^ of, land was no.w in, the hands 
of men whose iiicome dop^ds on the^amoimt of rent which 
%cy_can ^t^for its jocenpatipn We vnll look at the 
working of these maikets and see how the level of rents*' 
in them is detcimmed 

In tins case we have to speak of the level of rents, and 
caimot speak of a single rate Thgre iSj^niapt, no g^ejal. 
"late of rent, m','t% which we have spoken of a 

general ^rate^of. net interest One rupee" of capital is worth 
]ust as much as any other rupee , but, as we have seen m 
Book n , qne^cre of land ma y aid m producing muohjnpre,.,^ 
or much, less, wealth^tlian aiiothcr_acre, and the amount 
of rent charged, on each. acre depends on its productive 
power. TThis fact is famihar to everyone who knows the 
rents of a village • it would probably be impossible to find 
a village of any size where the rent of every separate field 
worlcs out at the same rate per acr^ Thus, m n orthern 
India one usually finds the fields which have the best 
situation and are most fertile renting at from about eight 
to'fifteen rupees the. acre, and the rest of the land paying 
lower rates occordmg to its quahty, until we come to the 

t 

' * T his great social and economic change receives perliaps less 

attention than its importance merits in most text-books of Indian 
history A skolch of its development has been attempted by the 
- present wnfer in The Revenue Adimmehalion of the United Provinces 
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poorest outlying fields, which may rent for a rupeo.an.acrp 
or less, and which are very coimnoiily lel,jEreo of-rc!nt.,or 
cultivated by the owTier himself. When, therefore, wo ^cah 
of a rise or fall m rents, u o cannot refer to a single market- 
rate of rent, but have to remember that the 'rent_Vfttics 
< with the quality and position of the land ; a rise m rents 
means that all, or nearly all, of the various rates -have 
mcreased, and a fall means that they have decreased, 

demand ^for land in the markets whioli wo are 
considering comes from the jieoplo nho want toiuso it- 
for the growth of crops. The largest part of the pophla-, 
tion of northern India expects to make its livelihood by 
cultivation, and each family wants to occupy'enough land 
^.to malm tins possible The classes nho live by cultivation 
ore by temperament exceedingly consorvalivo, and most 
of them wall go on cultivatmg so long as'thoy can make a 
livmg at all. rather than change to some other occupation , 
^ , on the other hand, labourers who wish to improve 
then position endeavour to get land m thoir village to 
cultivate rather than go to work m tho towns At the 
same time, the people are not naturally mcUned to -take 
and at a ^tance from theii homo , they want it m tho 
locahty wheio they hve, and they will pay a very high 

A? eood land could' be 

of ^ “luch lower rent l^ie consequence 

W ^ thatthere is not a 

j smaU local , market^ and tho level of 

ESPnIariond thejocality momTses . 

T^ZTJZVT ^ tholJ-oducfa^om 

of land cannot he mcreaSed to an indefimte 
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extent, but sooner or later the of D irnTnialiiTig ’R^^t. nfpR 
conies into operation .regarding it, and a point is reached 
wliere the expenditure of .more labour and more capital 
,oh land already cultivated becomes unprofitable In the 
greater part of, northern India the rural population is 
now so dense that there is a keen ^maud”7^1^dhbldara 
-have ncr"BaS5culty Ih finding a cultivator for any land 
that falls vacant,' while many cultivators have less land 
than th^ want, and many labourers are anxious to get 
land in order to start cultivation for themselves The 
demand is of the. kind with, which we are already famihar , 
the Mgher-the rent that is asked for land of a particular 
quality, the less will be thQjiemand for it, that is, the demand 
decreases as the rent rises, and mcreases as the rent falls. 

_ .The supply of.^d will for a f^e mcreasOfas the^rent 
rises j the offer of a higher rent may induce landholders 
to let for ‘cultivation riand which they have hitherto kept 
. under JEdrestj.or have set aside {ot grazmg or for sportmg 
purposes ; and so long as^land remains available, the rent 
will be fixed by bargainmg just hke the price of a commodity, 
in such a way that the d^and at that rent is equal to the 
.. supply. 'Up to this pomt then we can regard Imd,as„a,j. 
commodity . the market is not, it is true, perfectly organ- 
ised, and so the equilibrium-level of rents may not be ' 

’ ex^tly reached, but ‘m any locahty theiiendency is for the 
rents to be determined in' this way j^^^„stage, too, 
there would be a normal level of Icenfe to winch they would 
' tend tq return after each fluctuation of the market 
' < We need not, however, consider this "stage in detail, 

' because we have to take into account the special feature 
of the market which anses fro^the fact that the supply 
. of land IS hmited in amountvc^^s population goes on m- 
creasing, a time comes when all the land suitable for 
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cultivation is already lot, and then there is no possibihty 
of increasing the supply in order to meet an increase m 
the demand The conditions are ' then entirely different 
from those^ that prevail in the case of a commodity, the, 
supply of which can he mcreased indefinitely This point 
has already been reached m the greater part of northern 
India , aU the land fit foi cultivation is already occupied, 
and the supply cannot bo mcreased further ^ 

To understand how rent is determined m these , condi- 
tions, we must go back to the argument of the last Book 
and see what is the position m regard to.barg{i^ning when 
the supply IS sfinctly limited Let us consider the position 
la a pargana where all the land that can be cultivated is 
already let to cultivators, and let us suppose that the' 
cultivators as a whole ate just able to support themselves 
m the way of life to which they are habituated-that is 
to say, they are becommg neither richer nor poorer as a 
class (though probably some mdividuals vnth exceptional 
skiU or dihgonce are gettmg richer, and others 'who are 
azy or unskilful arc gettmg poorer) Li thjs" position 

cultavataon, cultivator^ 
I r"" be^satisfied only by takmg the 

om atw possession of someone else Let us" ebSK 
eoL “'ll, ° liolding, and say that a new- 

Wtv-fSr the present holder pays^ 

a ho supposition already made, the present 

jexpending oapiTrf on^iedau^e'^b^a® the-supply of forfcde land by 
j areas nr the Paniab have henn ^ land >Tlius, very largo 

j construction of cinals for irnfraw'^V'’?*!® the 

may be found of reolainunB the W possible that methods 

clay that are at n-pnennv areas of shifting sand or heavy ' 


wSS beeoS'^*^^*”'^ continues to increase, 
then the same as before occupied, and the position is 
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" holder viH ijco jqo ohanoo of getting other land an'nvhore 
el^>c in tlm neighbourhood* aifd in order fo keep the land, 
whioii m only i«oan§ of support, hcjtnust offer to pay 
more- thaw thirty i-wjiecs , and if the nowcomoi' bids tliirty- 
tive rupees, he mu*it oiler more, and so on. In such a 
position then, when Uie demand exceeds the supply, and. 
when landholders are fioe to let thcii land to fche highest. 
Indder, ronU J«;ilhhe mised njt to the. highest level that culLi- 
vat ‘■•S’ iritl c^tr father, than abandon t/mr land. ^ 

It U not diflkult to sec what this level inJl he (jt^hc 
|ieople who arc competing for the possession of the land 
W'nnt it-. in onler to make a living from it. It is obvious 
that they will not agree to toki^ifc at a rent so lugh that the 
inrome left after jiaying the rent will not suflice jLo.kcop 
thorn alive, hut. it is certain that, short of this limit, rents 
vriU be forced up to the highest pocsihlc into. In coimtries 
like most parts of India, where thoic arc few other means of 
Inchhood ojwn to a 'cultivator, and where the people, 

' by cu’iloin and Iradiltoa, look to cultivation os the natural 
mode of life, tboy v lU pay a very large share of the jiroduco 
in rent rather than leave the land, and ma}’- bo loft with 
only the barest necessaries of hfc after tlioy liave paid for 
the hbour and capital that they cnimot do uitliout In 
such an economic condition then, the nonnal rout of land 
wilt be the entire produce that is left after deducting the 
iuHoh^oxy expenses of cultivation, including m this term 
the necessaries, of existence for the cnitiyatey and his 
family'; 'the rent uill bo kept at this level by tlie pressure 
of people demanding land, the supply of wliich js strictly 
< limited. There .is no doubt that rents ire most parts of- 
northern India vould have reached tins level at the present 
. dav if it had not been, for the tenancy legislation to which 
. wo shall refer later on 


CHAPTER XXXVn. 

RENT {Continued), 

In the last chapter we sketched the growth of the market 
for agncultural land in northern India, and showed' that 
m the conditions which prevail at present an excess, of 
em^ over supply must, m the absence of restrictive 
^lataon, lead to the.nee.of rents up to the level where 
om only make a bare hvmg, end where the 
ean toke all the wealth whieh thoreulhvatore 

“d fa otter Plaee^; 
Me^t eonditoos may prevad, and we wdl now ermine 

!!nsSedblfteT“lT “* tte kmd that was 

tte theo^ LfS** eoonomists who first worked out 

oultavate? bv ™ “sume that the land is 

end who are reiv oonunermal tenns, 

to another “r^L^„ I"" “* oounfay 

other oooupation if “fa**™*"™ “d take to soAo' 

snnphfy Z eS w^ W ttem better. To 

do not themselves work **^*'ttese,oultivators 

energies entirelv fo men handsj^ but devote theif 

tion , and that tfaev t husmess of their oultiva- 

that they keep detailed aeedunts of th4 meome 
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and espendituro of each field, so that they know at 
any time how much each field is eammg for them 
The land which we are considciing variei greatly -in 
fertility, but some of it is so poor that cultivators pay 
no' rent for it, while for the rest they pay rent 'that 
varies according to its fertility- We have now to' see 
how rents will be determined m the conditions which we 
have described. 

It is usual to speak of land which is cultivated but bears 
no rent as bemg * on thejtnJM^i^otoultiyation ’ , that is to 
say, its cultivation is only just -worth while, and a very small 
changeln the conditions will induce the cultivator to give it 
up. A cultivator m the position which we have assumed 
will continue to cultivate such land so long as its produce 
suffices to (1) replace j&e. capital expended omit, (2) pay 
interest on the capital, jind wages of the, labour employed 
on it j and (3) leave for himself a sum which he conwders 
' re^onable remuneration^for Jjhe ^wprk that he has done, 
that is his earmngs„of .maps-geiiient If the land does not 
produce enough to cover these items, he -wifi cease tojjulti- 
vate' it. _ Thus, if the prices"bf the produce should faU, the 
land on thb m'argm pf pulfevation would, no longef be * 
cultivated. This would mean that the supply, of produce 
m the _market will be^ decreased, and if the^'demand for 
produce is* unchanged the decrease m the supply must 
lead to a rise.ip pnce,”which*w^niuake it worth wlule to 
bimg the marginal land_ agam^mto^ cultivataon On 
, the other hand, if the prices of .produce should rise, the 
marguT of 'cultivation would extend, that is tp say, culti- 
vators would find it worth while to Jakejip still woise land, 
b^ause the higher prices would just make jts cultivation 
reniunerative In that case the mcrease m the supply 
of produce would tend to lower prices Thus, m the con- 
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dxtions wliich wc have assamed to e.mfc, tlig^jnargin of 
^Itivation does not consist porinaneuth of land of Orjm:'- 
iicular degree of productiveness ; cuUivalion vcill^eJctend to 
poorer soils when jiricos rise, irhilo 'tlio poorer soils -will bo 
left imoulfevatcd vthen prices fall"' and’ "n hatover" tSe 
price s ma y bo, at any time there mil bo porno 'land jmder 
cultivation which bnly'-jiist paj*a Its PApchselfraJui leaves 
nothing over which can be clamicd as, rout. 

Of course the niarkol-pnce for all produce of any par- 
ticular land IS the same, no matter on what quality » of 
land it IS giown ; purchasers are not interested m tho 


quahly of the land, butbniy in the produce. Consequently 
all the land winch is more productive than that otf the 
maigiu of cultivation mil yield a surplus after repaying 
the expenses of production, and tho amount of the surplus 
Mill vary with its productivenosp. This surplus wull, in 
the conditions vlnoh wo have assumwl, bo tlie rent payable 
to tho landholder, because ho is m a position to claim it, and 
none of tho other people who take part m the production 
an do so The labourer and the capitabst are already, 
supposed, recei\mg the cm rent rates of wages 
or fmther remuntscation, 

Llah 7 can refuse it, because ho can, 

himseif is cultiyktor 

cultivatoiscompetmcforaT numerous^ 

competitors mlf offer the whX^^ 

do iL same. Tf ^0^ 

littuted,'ihen the surolus wL'ld^r'^r^T 

laudlioldei and the oSivator bv botivech the' 

but since the quantity of land is not 

y 01 lana IS not suihcient to satisfy the. 
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Ucmfii^cl fot it, the landholder is position to claim^ the 
whole of the surplus. ^ ' 

' This, then, ‘isJ)he^pJa^caUhj^*;^^ stated in the 
simple^ tcrnis Whatever the prices of produce may 'he, 
sonic of the land under cultivation vdil only^ust remunerate 
the labour, capital, and business management employed 
on it this ‘marginal’ land pay no rent, while, aU 
the more productive land will paj!' as rent the entire surplus 
of its production that is.Tcffc after remunerating the labour, 
capital and management,employed on it. It is cpnvenmnl 
lo desonbo this , surplus as t he Ecpn,om ic”;^mt. to 
tinguish it from the rente actually paid by pai’licular 
cultivators. ' ' , - , - ^ . 

On this theory the Nonnal. Economic Bent uill be 
determined by llio normal pneos of gipduce. If pnces.iise, 
it lyill pay to cultivate land which is Jess productive than 
that previously oh the luaigin of cultivation, and this new 
^d'mfcnor lahd ^vfll then set the "standard, and aUJand 
that yields more than^it wiU pay rent, in other woids, 
a rise of prices unll cause cultivation to extend beyond its 
former raar^', and rents will nse all round. If, on the 
other hand, prices' fall, the mai^mal'land'will^go out^of^ 
cultivation, because its cultivation wiU no longer, pay, the , 
mar^ of cultivation will contiaei, and„rente will show 
a general fall ' litet ns see, what rel^ition this Economic 
Rent bears ‘to the rente that, would be^ paid* hy Indian 
cultivators, if tlioy were not restricted by legislation 

In "the first placed there is no doubt that the ‘margin 
of cultivation ’ can be recognised in Indian conditions, 
since in viUage after village we can find land which it only 
just pays to cultivate, and which does not, m fact, pay rent ^ 

, t 

^jrius point may be insisted on, because it has boon overlooked 
by some Indian writers on Economics. Much of the land which 
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Above this maiginal land wo iind land of nil grades of 
pioductivoncss, and the rmi \arjes generally w{h Ihc 
pioductivencss of each field 'Ulio Tudiatr ciiltiTOtof, 
however, IS in a very dilToiont position from tlio men on 
vhonx tho olassjoal theoi.v is hosed . he does mltoh of tho 
labour and finfU. most of tho capitnl hesid^^ doing the 
work of management, and ho does not aeparato m. his ovjn 
mind tho remit notation dnp to each of tboso fnotors ol 
production Ho does not ask, that is, if his .laud is giving 
him a fair return for his capita), fair wages forJns^lahojur, 
and fair earnings of managomont , ho does not oven ask 
if It is giving enough to replace tho fixed capital thafc/is 
hemg gradually used up Ho cannot, jUioieforo, calculate 
y other or not each sepaiato field in liis cultivatior^paya 
him, on the hnea of tho calculation assumed m tho.plassical 
heoiy to bo possible hp pa:^ cash or 'grain for 'certain 
|oms of the cost of cultuationltho cost of' tho" labour 
^ of seed irhich ho buyi?^ and so 

^‘tber ho loams by oxponenc^ 
to'afford h ^ ^ pioduco of his holding js suifieWt 

forf of « r I««toad, thom- 

?i®!?PP0? ^^0 cultivator and leave a surplus « 

IS keen, that L WtoTb^””^ competition for .land'’ 

""sorSb other occunAiift great difficulty in taldng'^ to 

-IS Tumv ... conclude that; . 

l';™ tl4 tnit“1Soy‘SnS“‘ Marflai/ 

' a.t .«“d to pSd -«p»dea. aoulk a 
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ill the absence of restoictive legislation, their rents are not 
lilcely to bo less than' the Economic Rent," and may very 
^ell cxci^d itTiy a considerable amount Competition for 
land is so keen that jpeople will be quick to offer higher 
rent for any land from which a jcultivatoiLiS-malqng an 
e seept ional incpmc, a nd they uiU offer at least as much 
rent as will brmg dowm the income to, what other land is 
jdoldmg ; that is to say,,, the, landholder will ,be abIe,^to 
take at least the whole surplus as oscillated m th e classical 
theory- Rut cultivators will pay more -than tl^ rather 
than leave there fand ; they will reduce their expenses by 
working harder themselves and employmg less hired 
labour , they will do unthout some of the comforts of life 
which they have Ibtlierto^ enjoyed and’ they will fad to 
provide for the replacement of the capital which is gradu- 
ally being used up. They will offer then a rent which does 
not^leavo thorn suffioreht^ return ,for~~thBif capital, their 
labour and their management ; they may, m fact, keep for 
themselves only the barest necessaries of life, and pay the 
rest of their produce to the iahdhblder as rent Of course 
the landholder is not bound to take the highest rent that 
cultivators would offer under the pressure of competition ; 
and many Indian landholdera do not, m fact, take so much. 
But landlords could take this amount if they ivished to do 
SO, and the ordinary man takes as much as he ^n get 
We see then that the theory of rent, which has been 
workW out by Western economi8te,~applies,~hroadly speak- 
mg,, to India Where there is competition for a" limited 
supply of land, t he land holder can m any case take the whole 
Econoimo Rent if he choos^to Ho so, but the ignorance ^d 
the poverty of the cultivators may^SShlsbim to take eyen,„ 
more“than this. In the next chapter we shall explam why 
it is that government has mtroduced legislation to prevent 
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the landholder from talcmg so much, or, in other. words, 
as decided that rents shall be determmed othennse than 
^ the existing conditions of demand and supply foi land 
Before, however, we leave the theory 6f rent, a few woitls 
may be said on the relation that exists between .the rent of 
land and the pnees of agricultural produce It is 'not 
unusual to fnd people argumg m conversation or in the 

the level of j:ents leads' to. 
nrippq 6 price of food-grams, or, m other, words, that 

speaking generaUy, tlns^is.exactly: 
he reverse of the truth, and m fact rente depend on pricef 
Ttes conclusion foUoivs clearly from what^has- btHTd: 
above, legardmg the way m which the position nf Th^ 

the ‘ maremal ’ repays the cost of oultivatmg 

the Economic standard by wjhich 

land 13 taken mtn n Tf, if-PMces xise,- .poorer-.-, 

land IS left uncultivated^”^ ^ work., 

by which reTis «^dard 

depends on prices This tiiJth 

form of a law that ‘ W commonly stated m ihe 
“t jro,dqotiQn > The 

auy time set the s'tahd'n3* r ^ which . at 

cultivating the ‘ marginal thejcqst of 

and their amount caSiot depend 5 

which IS charged on the tv. ^ amount of rent 

b a on the more productive land ' 
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tDlITATION OF BENTS BY LEGISLATION. 

(^Vk IiAVo n in tlie cliapt<>r that the economic causes 
lit nork in northern Lidia, if they iieic allowed to work 
without interference, would re-ult iu a veiy large shaie of 
the produce of the wil bomg paid to landholdeis as rent, 
while tho cttitivators would keep little or noiliing beyond 
Uie Tiarcst ncce««axiOv‘« of life Wo have also mdicated that 
the working of llioso causes is inteifoied ivith by legislation, 
which limits the amount of" rent that a landholder can 
claim, and aims at loaving to the cultivator part of tlie 
produce ivliich would othenvise go .to tho landJioldor. 
Thi*s legislation is exceptional . tho Indian govenimenfc 
makes no attempt to iLv prices, or wages, ^ on tho .rale of 
intercut, but loaves (hem to be determined by the action 
of economic causes, and its excfeptioiial interference m 
the case of rents requires justification. A full discussion 
of tliis question w ould extend far beyond tho scope of the 
present ivork. The action of government is directed to 
secure maiij* objects, the discussion of which foims part 
of the science of Politics , tho economic prosperity of tho 

i Stiidonis will find later in tlioir course that tlio govomments 
of some countries aro taking notion to regidato tho standard rates 
of wogc« in cortoin cases somowliat m the same way as the Indian 
govormnent regulates rent , hut tins question has not yet arisen 
in India 

} 
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country is one of these objects, and' a most important 'one, 
but it IS not the only object ; and a government may 
sometimes have to choose between promoting economic^ 
prospenty and securmg some other aim We must pass 
over, therefore, many of the arguments which justify 
ten ancy-legislat ion, and confine ourselves to those which 
have a diiect economic bearing Erom this pomt of view 

^ favour of such legislation is that the 
unrestricted rise m rents must operate in theddng r^to 

reduce the mcome of the whole community^'"'' " T 

In order to understand this argument, we must pay some 
further attention to the idea of the i;brtih^9f_the sgil, 
which we discussed briefly m Chapter gt would be a 
great mistake to regard the soil as a sort of storehouse'from 
which food and other agricultural produce .can be ex- 
acted , It IS much nearer the truth to regard it m the same 
hght as we regard a horse or a buUock. We know that in' 

r^oh IS capable we must feed and tend it carefdlly , 

by over-worlmg it, but when it is treated m Ms way it 
^ a oon det snorates. and cm do te work thm bofL • 

tte- soU 

aSd^n h productiveness— of any ordinary 

i”!"^ “ " ^ 'short -tfifel^i- 

^ m -the- praaarrut 
lo's3"in fSture mcome On'^S 

improvement m the'w^fvy produce, a permanent 
0« Induce ohtania ^“5 the.amonnt- 

- proportion M the inoomo*;,. 
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who occupy it. If those persons are trying merely ,to get 
^ETlargest possiblelmmeaiatelncoine, the pioduction will 
tonH in thhe'^ airninfeli ; while m older to secure that the 
production shaU mcrease, it js necessary that each culti- 
vator shall have a personal interest in mamtaming and 
improving the^productiyen^s rf the landLin his possession*^ 
^.,N6w .if .there- were no. tenancyJe^latipn, a cultivator 
would have no such personal interest. Vihatever happened 
he could only hope just to make a living if he efEeoted an 
improvoment m the productiveness of his land, he would 
have to give up the ^ whole of the extra produce as rent, 
while if the produofeiveness dechhed he would be able to 
iget his rent reduced And he could not be ex]>ected to 
work for an improvement m the future, because he would 
ihave no certamty that the land would remam m his posses- 
sion ; it might at any time be given to someone else who 
|offered a higher rent than he was ready to pay In these 
conditions then the wisest course for the cultivator would 
be to^thmk only of the jiresent, and g^~ bhe. largest crop 
he could .\vithout regard to the fu^e productiveness of 
the soil In order to nSuce him to regard the future, he 
must be given a rejasonable prospect of keepmg possession 
of the land long enough 'tb.'secure the increased produce, 
and^he must have the hope of keeping a share at least of 
the mcreased. produce fo^ himself 
" ThisT conclusion has been drawn, not merely from the 
theory of rent, but from the study of actual facts m 
countries where the economic position resembles that of 
India , and in aU such countries it is recogmsed that in 
order to mamtam and increase .the'rmoome which the 
country,' as a. whole, obtains from land the cultivators must 
.-b^given a certain degree of Ztaafa of Tenure Fixity of 
Tenure.is the -name. given Jx) the, conditioh winch has just 
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been indicated, when the cultivator has a reasonable 
prospect of retauinig his land for a sufficient penod ^ 
make it worth his while to^maryige it so as -to improve -its, 
productiveness And m ;^o same way it has been, recog- 
^ed that-the cultivator must not, lie made to pay more 
tianja This last expression is, of course, vague ; 

the most deWte meaning that can be given to-it is to 
regard a Fan Rent as a rent which leaves to the cultivat(»L, 
a sufficient share of any increase m produce ho may secure^ ^ 
to furnish him with an adequate motive for improving 
the condition of his land. Thus the object of Government 
IS to secure for the cultivator, firstly, ITixity of Tenure, 
and, secondly, Fair Rents. ^ 

din exammation of the various Rcnt,I.i aws or Tenancy , 
Laws m force m the different provmces of northern India 
will show that, while the particular provisions vary irom - 
provmce to provmce, these two elements, Fixi ty of T enure 
and Fair Rent, are to be found ni all of them . the prdtec- ’ 
tion given vanes m completeness, and does' not wways^ 
extend to all cultivators, but in each case the object of the' 
law 13 to give the bulk of the cultivators -more or less.i; 
fixity -of tenure, and to limit the amount of rent which ", 
the landliolder can claim from them Thus,.in different 


piovinces we find ‘ heroditaiy,’ or ‘occupancy,’ or ‘settled,*-:, 
?Fj..§f^tutorxl^cu]tovators , some "of these are ^i^lf^to, 
hold their land for ever, provided they pay the rent and do 
not mjure the land, uhilc others are entitled to-hold-it 


Jor a minimum number of years And we find different 
methods of hmitmg the amount of rent ; m Oudh, for m- 
^ stance, the enhancement is limited to a fixed proportion 
(mje-anna-m-'the' rupee), while m Agra the occupancy.: 
^Itivator can have his rent settled by a court of Taw. 
Rut the general principle is the same ; landholders-^re 
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, ' prevented from ejecting cnltivators except on good grounds, 
andYlie a^imt of rent_wMch they. can^claiin.is_himted]^ 
The study of Indian land-tenures is loo large to be dealt 
with fully at this early stage of a student’s course ; but what 
has been said above is sufficient to indicate that landholders 
are not peraiittcd to claim as rent the full share of the 
produce wfiicli they'cdtild clSun in the absence of restrictive 
' legislation' It~is iEiis’not easy to state in a few words the 
way in which th 6 ' amount of rent is determined m India 
at the present day Now that markete for agricultural 
land have^eome into, existence, the condifaons of supply 
and demand -are such as to enable rents to be raised not 
merely to what we have spoken of as the Economic Rent, 
but to^^e point where, the cultivator is left only the 
necessarie^of life. But government mterferes to prevent 
this conffition, and so far as its interference is effective, 
the result is to leave the cultivators somethnig more than 
bare necessaries^ m the present, and (what is more im- 
portant) the Hope that they can improve their income by 
improving the productiveness of their land Th e c ultiva- 
tom then Jiave, an incentive to m,akejthe bj^t use of their 
land in -the- 4 nterest -of the .country .as a whole ; and the 
- discuasions-that ariseirom-timo to tune as to the sufficiency 
of the tenancy law. of a province are concerned funda- 
mentally with'tho-questionjwhethc;? or .not this incentive 
18 adequate 


CHAPTER YYYTY 
GENERAL WAGES. 

In the foregoing chapters we have indicated the extent to 
which markets for Capital and for Land have come mto 
emstence m India, and the nature of the processes by which 
rates of interest and of rent are determined m them 

rf view We ehaJl begie with the ease of 'general labour, 
the oonditionB whioh afiect 

speeiab^S^ whieb ' ^nire 

roIrfmm\*totfto!rtoT ^ ' 

are settlpd 1-ttQr.r. ' ^ wages .he pays to labourers 

that It IS *entttelv^n'^^f+^^^ doubt that he would reply 
labourers have alwavH^^^^^i’^ custom, that the field- 

over the local rate 

worked, and that the ^ ^ ^ whioh they 

servants also got the c^^er artisans and 

His answer would have b^er^nerf^^rt ^ customary. , 
^o, and 18 nearly true even now 

the rates of wages are m faof / from towns 

^iloms regarding their amoimT^.i^^ customary, and the 
Hut as students of the subiect ° change rapidly. 

*iot everlasting, and that ' 
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they do, in fact, change ; we want to look back to the 
time before the custom was established, and so to find out 
' what were the causes of the rates which have become 
customary. ‘ Lookmg back ’ means studymg the economic 
history of the past This stage in the economic history of 
India is still very imperfectly known, but there is good 
reason to thmk that the system of paying wages to labourers 
must have arisen from a condition of slavery. It is probable 
that the ancestors of the men of low castes, who now form 
the bulk of the village labourers, were at one tune in the 
position of slaves of the cultivators , that is to say, they 
were not free to leave the village or to offer their work 
to the employer who would pay the highest wages, but 
they were bound to do their master’s work, and the share 
of the produce which they received was determined by 
their master’s wiU In th(&e conditions there would 
obviously be no * maiket ’ for labour ^ The chief economic 
consideration that would affect the cultivator would be 
the need of keepmg his slaves ahve and at work , it would 
upset his busmess, and possibly rum him, if the slaves 
eithOT died or got desperate and ran away into the jungles 
at a tune when his land was urgently m need of them work. 
To avoid such risks, he w'ould have to give them enough 
grain and other produce to keep them at work , the least 
he must give would be what we have described as the 
necessaries for existence, smce if he gave less than this 
they would starve ; and he would piobably, m practice, 
give a httle more than this so as to keej) them contented. 

At this period the slaves would have very few wants 
1 # 

market for labour may exist where slavery prevails if the 
‘ slaves are bought ond sold like cattle , but there is no reason to 
suppose that m India the village-labourers were bought and sold, 
and transferred from place to place, as a regular practice. 
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beyond a sulftcicticy of food, and while caeh village had 
little comirmiucation Mith'ite nciglihonrs, there would he 
little chnnoo of many neir nnnfs arising When, thoircfoie, 
the cultivators had once loaracd hy cxperionco.howjmuoh 
produce must bo given to keep lUcir slaves" alive' 'and 
content, things might continue -nithotit change for vcp' 
many yoAra , on tho one hand, the same pajTncnta would 
bo made year after year, and they %vonld hccomo a matter 
of custom , on tho other band, the slav^ would go on 
satisfying the tamo wants m the same way, and theirjivc*! 
Tv^ould also bo regulated almost cntirel 5 ' by custom. Tho 
customs would continue m force until changes fiom oirt^ 
side began to alTect the life of tho village ; tboir on^n would 
bo forgotten, and tho people — whethor cultivators ' or 
labourors,— -M'ould simply say that things had always 
been so 

As WQ have said above, tlic economic histnrj’ of India is 
notsutTioiently Imown to 3ustify n definite general staionicnt 

at fcho labouiers were really slaves, and that wages began 
m t 3 way. This is, how'cvor, the most probable con-^ 
c usion rom what is knowm , and perhaps the strofigost 
evi once o it is to be found in the fact that even now the 
labouiers m the more backward tracts' 
of slaves. Thoy cannot,, 

but as a^ina+r ° ■" ork for their masters, 

anythmg else but tel 

the cusUt; I^vo in 

realise that they Je foe! gradually commg to 

pay them best whoover wall 

Tates of^gonoralV^^swalbar?^ cnstemaiy. 

of ®o»miodities're^Ted te ir °^igmally on tho amount 
qoirecl to keep slaves ahvo and reasonably,^ 
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content in the' way of hfe to yhich they were accustomed 
There was then no labour-market m the villages, and even 
now there are many villages where the influence of the 
market is very httle felt , in the case of labour, as in that 
of capital, we have to look to the cities and towns for the 
development of the market A town is essentially a collec- 
tion of a large number of people engaged mainly in produc- 
ing wealth, and labourers are needed to take part m the 
production If now we consider the case of a town coming 
mto existence in what was previously an ordinary village, 
we see that, as production develops, the producers will 
want more labourers, and they must at first look to the 
neighbourmg villages for their supply But the labourers 
in the villages are accustomed to their old hfe, and some 
inducement must be offered to them to change it, the 
obvious inducement is to offer somewhat higher w'ages than 
those 'that are customary in the villages Thus the growi;h 
of a town iiliphes the beginmngs of a market for Labour. 
There are now different employers, some in the town and 
some in the villages, anxious to mduce men to wnrk for 
them, and offenng wages as an mducement ; the amount 
of wages is no longer fixed entirely by custom, but it is 
begmnmg to depend on the conditions of supply and 
demand The demand consists of the employers, who want 
men to work , and the supply consists of the labourer 
in the neighbourhood 

At first such markets w'ould be very small and local, 
but the gradual development on the one hand of means of 
communication, and on the other hand of knowiedge and 
mteUigence among the labouring classes, would m tune 
produce the larger though still imperfect market for labour 
which exists to-day, and the mam features of w'hich have 
been outlined in Cliapter IX. This market is, as wc have 

T 
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sefen, 'still very imperfect In a thox'otighly-orgaTused 
market, we should find the labourers all over India con- 
stantly informed of the demand for work and of the n ages 
offered m all parts of the oountrj^, and readj’’ to start off 
for any distant place where there might bo a prospect of 
eammg lugher wages , as a matter of fact, only a small > 
proportion of the labourers thinlc of moving at all, and most' 
of that small proportion think of going only to some 
particular place where they happen to know the condi- 
tions We must not, therefore, expect to find that the 
rate of wages is determined so closely by the general 
conditions of supply and demand as it would be in a 
thoroughly organised market . we find rather that the 
markets for labour resemble the markets for agncultural 
land, hi both cases there are large numbers of local 
markets, withm which the conditions of supply and demand 
have a large mfluenco m determining the rate, and these 
markets are more or less connected with each other, so that 
ea^ of them is mfluenced to some extent by the con- 
dito prevaihng in ite neighbourhood , but the coimeetion 
between the markets is by no means so close as that which - 
mi markets for a commodity such as 

Laboijr and n 

^ » commotoy with a wiU 

5 :^ by 

.ncstl” S 
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remember that we are no longer deahng with inanimate 
things, but with human bemgs whose nature is hke our 
own. We shall return to this essential difference in the 
following chapters.' 



CnAFPER XL 


GENERAL WAGRS {Cimtivucd). 

We have now to consider the working o£ the markets for 
labour, which, fts vie have soon in the lost chapter, hti''ro 
gradunlly come ml-o existence m India ; wc liavc to 
cvaniino the nature of the demand for labour, and also of 
the supply, and to sec in what way ogmlibnum is secured. 
In the lirst place, however, it is necessary to settlo llic 
moanmg which \so attach to the plunso Rale of Wages, 

We Icnow’ that in an ordinary Indian torni there is at 
any time a preiailmg rate of wages for general labour; 
iliat IS to say, if w'C engage an ordmary coohe for ordinary 
work, wo expect to pay him the iirovailing rate of two 
annas, oi three annas, oi w'hatever it may be at the time 
In the same wny there are prevailing rates m villages, 
which may differ considerably from village to nllago : 
an orclinary labourer expects to receive for his day’s work 
a fixed amount of money, or of grain, according to the rate 
that IS established in that particular village in which he 
worlcs. The esastenco of a prevailing rate does not mean 
that every labourer is paid precisely at that rate. Wc 
expect to pay a man more than the prevailing rate if he 
does an exceptional amount of w'ork, or docs it excep- 
tionally well, or works for longer hours than usual , and, 
on the other hand, a man who is too wmk to do a full clay’s 
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woirk,‘or who Avorlcs badly and cftrelossly, finds that ho 
cannot got employed at the usual rate, and has to work 
for lover wages. But these cases aio exceptional : in any 
town or ^nUago there is a standard of work and eflScienoy 
recognised by the people, and the prevailing rate of wages 
is paid to those lahouiers (the great majority) who work 
in accoidanco with that standard 
At an earlier peiiod in the history of India, it is prob- 
able that tho remunei*ation of labourers was given m 
tbo form of commodities w'hich w^ould satisfy their w'ants 
directly, and V'ould not need to be exchanged for other 
commodities ; the labouieis icceived the food and cloth- 
ing and fuoJ which they required, and were sheltered 
at their employer’s expense This system has changed 
^odually ; first labourers wore jiaid mainly m gram, 
and though they consumed most of fins as food, they had 
to exchange part of it for clothing or other commodities ; 
and then they w’ere raamly in inoney, with W'hicJj 
they could buy the food and other commodities that they 
need. ' But traces of tlie old system survive, and make it 
necessary that, w'hcn « e are considormg the lemuneration 
of a particular class of laliourers, we should be careful to 
count up all that' they really receive, and not limit our 
attention to the money that is paid Thus, field-labourers 
in some parts of tho country commonly receive some dned 
pulse {chabena) or some tobacco every day m addition to 
tho ordinary rate of gram or cash wages, and these items 
must not be overlooked m calculatmg the remuneration 
which they receive Again, as we saw m Chapter XXXII , 
the 'money paid to a groom in some parts of India is only 
a part of the remuneration w'hioh he receives , he still 
receives • a quantity of commodities for consumption m 
.addition to his pay. Such customs make it m some oases 
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difficult to state tlie total remuneration received by 
labourers of particular classes. 

As soon as wages begin to be paid in 'money, a distmction 
'anses between money wages and ical wages, which must 
be carefully borne in mmd. The expression money w'ages 
means simply the remuneration of the labourer stated m 
terms of money , by real wages ve mean the (quantity of 
commodities for consumption that the remuneration 
provides. The labourer works m older to obtain com- 


modities for consumption, and the important question for 
him IS the quantity of these commodities ivhich he can get, 
and not the number of coins which come mto his possession. 
,If we find that the rate of wages m a particular toum has 
men fi-om two annas to three annas a day, it is obvious 
that the nse m money wages has been at the rato of fifty 
.per cent , but if we want to find out whet the rise in 
real wages has been, we must consider the pnees of the ' 
^mous commodities which the labourers consume,'' and sec 
what quantities of these they can purchase K prices have 
matenally dunng the period which we are 

ame as that of money wages , the labouier can buy half 

^mmod^t"^ Pnoes of the 

cent., he is ntTb^er 

to snend i+ n before ; he has more money 

commodities, and'^Sur^e am quantity of 

not changed Aeam if i, “uumnt of his real wages has 

a village has remamedlorl 

we must not conclude that the X of 

W more tta '"'T7 ^ ' 

gram and salt and clothes 
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and other commodities, so that his real wages have fallen 
while his money wages are unchanged 
It is by no means easy to find out accurately the changes 
that have taken place m real wages. A detailed study of 
the labourer’s consumption has to be made so that we may 
know what commodities to take mto accoimt, and m what 
quantities , and though this is not difficult m the case of 
a remote village where the labourer has few wants and 
his habits change slowly, the difficulty becomes senous as 
the number of wants mcrease, and as the means of satisfy- 
'ing them multiply. The difficulty has to be faced when we 
ivish to study the economic progress of the people, because 
their condition depends on the amount of real wages, and 
not on money wages , but for the present we will put it 
aside by assuming that the prices of commodities do not 
alter materially, and that a iise or fall m money wages 
means a corresponding mcrease or decrease m the quantity 
of commodities that a labourer can obtain We can then 
speak of a nse or fall m the rate of wages, and for con- 
venience we can speak of the change m terms of money , 
but we must remember throughout that the important 
thmg to the labourer is not the amount of money he receives, 
but the quantity of commodities ivhich he can obtam 
We ivdl now look at the woriong of a market for Labour, 
such as exists .m an ordmary town in northern India, 
and see how the prevailmg rate of wages is determmed 
,The Demand for labour comes from all the employers m 
the town who want coolies to work for them , there are 
probably several classes of employers — one or two factories, 
the goo^-station of the railway, merchants who have goods 
to transport, contractois who aie erectmg buildmgs or 
repairmg roads,_iesidents who want coohes to pull punkahs, 
or cut grass, or work in their gardens, and the hke , and 
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tlio demands of all th^e classes taken together make up 
the total demand in the market. This demand is not 
a fixed q^uantity, but vanes with the rate of wages voiy, 
much in the same way as the demand for a cohimodit3' 
vanes with the price, that is, the general Law of ^Demand 
apphes to labour as well as to commodities Tins idea 
will probably be unfamiliar to students who have no 
practical experience of employing labourers, and wo must 
examme it m a httle detail 


When wo considered tho demand for a commodity, we 
found that for each consumer there is an upper limit of 
puce, and that w^hen the pnee reaches this limit ho ceases 
to consume that commodity In the case of labour, this 
upper hmit is determined by the' amount of ivealth which 
0 labour pioduees TluS is easy to see m simple cases ' 
man will not pay a coolio two annas to cut grass if the 
^ass IS not worth two annas to him he will pay less than 

for STw? .f” 8»‘ thr oooUo to work 

hough It is not so easily seen, m cases of organised pro- 

tt ^ to ^^ow. 

and how much to ^ coolies’ work, 

part of the producer’s^wf ' ® important 

make sure that every cooIie^wL^ osceriaui this, and to 
w'orfeh his wTiges Ho om-, ^ empIo3rs is at least 

coolie than he thniks ihe^T ® 

~ knot t wit fo?” “ 

.There is also a lower hmit ™ /or labour 

employer can be compleLv 1+ « “f ® demand of each , 

^mg to work forT2 T ^ cooKea were 

t^at could fina eL;^o"y^trnr; ' 

™'vn would not be 
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unlpiited, though it would be largely inoioased, and there 
is thus .a lower hmit to the Bomand Schedule, correspond- 
ing to, the point in the case of a commodity where eveiy- 
rone can satisfy, his ant completely^ Between these two 
limits' the number of coolies demanded vanes with the 
prevaihng Tate of wages, increasmg when the rate falls 
and' decreasing when it rises, precisely m the same way as 
the demand for a commodity vanes wth the pnce Even 
m ordmh^ household affairs, a man has to consider the 
rate of wages when dccidmg how many ooohes he can 
employ to cut grass or work m his garden, and if lie finds 
that the 'rate has risen ho has sometimes to reduce the 
number employed, and leave undone work that would 
have been done if wages wore lower» In the same way 
cultivators have constantly to consider whether or not to 
'hire a few labourers for a day or two, and a difference of 
, oven a couple of pice in the rate of wages may decide 
whether the labourers shall be employed or not. Con- 
tractors, agam, who employ large numbers of coohes, 
have to pay the closest attention to the rate of wages 
if the rate falls they employ more coohes, and get their 
work done qmckly, while if it rises they reduce the numbei 
of coohes, and spread the work over a longer period. 
Where production is oiganised on a large scale, and much 
capital IS employed, the rate of wages is not less important 
Some of the most difficult problems that a producer has to 
decide arise from the possibility of substitutmg machinery 
for manual labour , he has to compare the mterest and 
depreciation that must' be charged on the machmes mth 
the wages that would have to be paid if the work were 
done by hand “Where wages are low, he "^vill employ large 
numbers of coohes in such work as movmg materials and 
finished goods fiom place to place by hand , when wages 
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rise, he may find it advisable to sot up now machinery,^ 
and thereby reduce tho numboi of coolies 
AU classes of employers then are inclined to reduce the^ 
number of coohes when tho rate of wages rises , and in a 
town of any size it is reasonably certain that, w'hatevor tho 
rate of wages may be, thcro are some employers ivho are 
in doubt as to the exact number of coohes they can profit- 
ably employ Even a very small change in the rate wall 
cause these hesitatmg employom to decide in one way or ' 
the othoi , a shght nse will reduce the demand, and a' 
shght fall will morease it The demand for labour in tho 
market of an ordinary town can thus be icprescuted by 
a schedule sunilar to the Demand Schedule for a commodity, 
following the general Law of Demand, that a rise 

in wages wiU reduce tho demand and a fall in W'ages will 
increase it 


Before leavmg the consideration of tho Demand for 
labour, attention should be directed to the fact, which is 
i practical importance, that the upper bmit 

of the Demand Schedule depends on tho Efficiency of the 
khoureis in the market The nature of efficiency has been 
dKcussed m Chapter X where wc have seen that the amouiit 
^ wealth produced by labour vanes greatly m accordance 

of wa«r*^ ^ labour emploj^ed , the upper limit 

of wages depends on tho value of the work done and 

labourers employed' 
m^nce contractors; for 

work to lahouret from Tf" 

Centrfti t,k 1 « u 'Juah than to labouiers -from 
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Calcutta; the Sikhs and Chinese get much higher wages 
than ordmor;^ Indian carpenters, but they are worth their 
wagesi because they are more efficient and do better work. 
Labourers can never go on eaming more than their work 
is worth to employers, but an mcrease of efficiency, which 
increases the worth of their work, can also lead to a nse 
in the rate of wages. 



CHAPTER XLr 
general wages { Cmtmued ). 

market, we havl^ Tmom in the, 

than that of the sunnlv nf Problem before iib 

hW on a par,ao„£’'4 f 

are present, and able nnri Jabourere who 

m working is, as we have s^n to 

consumption , an mcreaso tv, ^ commodities for 
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ally) an offer of a larger quaiilafcv'^'^f change maten- 
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to that*of a commodity wherp. position is similar 
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>^the 'labourer, where he has to ‘go, and under what condi- 
tions iie^has to, do his work, and the' offer' of higher >vages 
‘mar lie: insufficient inducement .for rnen -whose habits'^of 
Jjfo are not easily cjian^d. - Tnus it is a^matter of common 
kriowle^e ihat, wages may be considerably higher 'm an 
Jh^an 'town than in. villages a few males distant; this 
difference could noii con^ue to exist if labour were ^ust like 
a commodity, because the labourers would leave the villages, 

; reducing the supply -there, and' go to merease the supply 
in thu town.. Some labourers do, m fact, go to the towns, 
'^biit '-by', no '.means sd many as the employers m' the 
towns would hke ; the reason is that the conditions updei 
■ i\^hich' tbey-have to live’ and work m a town are less attrac- 
tive to them" than those which prevail m the villages. A 
village-labourer usually has a house of his own with some 
open ground near it, where he and his family can hve in 
the way ^ which they are accustomed , if he goes to a 
town, he has to rent a house or a room m a crowded lane, 
^ with probably no place where he can sleep" m comfort on 
hot nights, and with many other discomforts, and his whole 
way of life has to be changed. Then, the conditions of his 
work in a factory are unpleasant , he cannot always rest 
when 'he is tired, or stop work to smoke or drmlt water, 
as he usually’ could in his village and he may have tc 
work under harsh overseem, and alongside of strangers ol 
other castes, instead of passmg hiS tune in the somety of hif 
friends and relatiVes Considerations of this sort affeci 
very strongly the yiew of the vUlage-labourei® in northeix 
India, and a large proportion of them prefer two aimas £ 
day in their village to three, or even four, annas in the city 
This pomt — ^the effect, on the supply of labour of 1ih< 
attractions and drawbacks of particular forms of employ 
, ment-^is by no means peculiar to India, but has beei 


302, AN INTRODUCTION TO ECONOMICS 

noticed by ■wnters on Economics m most countries Tlio 
vioxrs of different races may differ considerably as to what 
constitutes an attraction, and as to the seriousness, of 
particular drawbacks * thus, while Indian employers com* _ 
plam that even lughor ivages \nll not draw* labourom to 
the cities, m some countries tlxo complaint is Hiat all the 
best men go to the towns, and that the towris are over- 
crowded, while there arc not enough labourers to do the 
work of the country but tho fact remains that to the 
men of any paiticular race some forms of employment are 
more attractive than others, and they will w'ork for lower 
wages at those which they prefer in other waj^s Tho 
supply of labour m a particular market, or for work of a 
particular land, is thus not merely a question of the wages 
that can be earned , tho labouier tliinks of tho amount 
of usages, but be also thinks of all the other advantages 
and. drawbacks mcidental to tho employment, and ho 
chooses that which, takmg everything into consideration, 
ho considers tho best Economists speak of Net Advantages 
when they are comparing one form of employment with 
another the idea nnderljing this expression is that a 
labourer can reckon up on one side all the advantages 
(includmg the wages) of a particular kmd of woik, and or 
the other side all its drawbacks, and then deduct the 
drawhaclia from the advantages ; when he has done. thiS; 
he can compare the net advantages of one form of employ- 
ment with another, and he will choose that form of whicl 
the net advantages are the greatest Such a oalculatioi 
cannot he made exactly, because it is not possible t< 
compare directly with each other such thmgs as difference! 
m climate, the conditions of w'ork, the social life, and S( 
on , hut the idea makes it easy for us to see what th 
labourer more or less unconsciously tiies to do. He want 
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to choose the pleasantest life for hnnself’and his family, 
and he compares the conditions of diflferent ways of livmg 
as well as ho can A difference m the amount of wages will 
inffuence his decision, and he may choose a form of employ- 
ment with many drawhacks because he thmks the extra 
wages obtamable in it will more than counterbalance these , 
but what he looks at is the conditions of the employment 
os a w'hole, and not merely the wages obtainable 
A second cause that may affect the Supply is the impos- 
nbihty of stoimg labour. A merchant can m nearly all 
cases store his stock of commodities if he thmks the pnces 
[ire too loiv; they will be as fit for consumption some months 
bence as they are to-day But if a labourer does no work on 
my day, that day is lost , he cannot offer two days’ work 
in the next day. In selling his labour he is thus in the 
position of a merchant whose stock of goods must be sold on 
bhc day that it is offered, or it becomes worthless — as worth- 
less as a stock of fish that has lam on a market-stall durmg 
3 , night in May It may be worth the while of a body of 
labourers to refuse to work for wages which they think are 
boo low, in the hope that employers will offer more , action 
if this land, which is called ‘ striking,’ is very common in 
many countries, and .is by no means unknown m some 
industnes m India ; but in order to strike effectively, 
labourers must have the means to feed themselves and their 
families durmg the period of idleness, and where labourers 
bave no resources, but spend their wages as they earn them 
iay by day, refusal to work means starvation The 
ordinary labourer then is rarely m a position to withhold 
the offer of his labour for more than a day or two, while 
many employers can, as a rule, wait longer than that, and 
consequently the labourer’s position m bargainmg for 
wages IS weaker than that of the employer, and labourers 
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have often to vork foi less wages than ihey could got if 
they weio m a position to -vnflidi'aw their labour from the 
marimt, that is, to reduce the Supply, for a period long 
enough to induce employers to offer higher u ages Students 
will find laior on that in wcsloin eoimtxies this question 
has become of great practical importance, and they utU 
have to devote much attention to the way in which worlimen 
combine to foim what are called Tiado Unions, one of the - 
mam objects of which is to enable uorlcmen to bai’gain ^ 
vath employers on more nearly equal terms, by providing 
them with the moans of hving during a stoke , and there 
IS httle doubt that the question mil become important 
throughout India also if the system of factory-production 
extends as it appears likely to do But for the present 
the ordmary labourer has neither tho mtelligcncc to Imow 
when it would bo wise to withhold his labour, nor tho 
resources required to enable him to do so, and, con- 
sequently, he has often to work for less than the wages 
which the state of the market would otlienrise enable him 
to claim 

" Next, -we must consider the effect on the supply of labour 
of what wo have called efficiency. One maund of wheat is 
just as useful a commodity os any other maund of tho same 
kind , it will give the same number of satisfymg meals ' 
But one labourer is not just as useful as any othei labourei , 
^his usefulness to his employer depends on the amount and , 
quahty of the work which he performs An increase in. 
efficiency, such that three men can do the work that 
previously required four men, would produce 'the same' 
effect on the supply of labour as an mcrease of one-third 
ui the number of labourers This consideration is im- 
pwtant when u e are considering changes in Ibhe supply of 
labour during a long penod of time, but it does not affect 
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he equilibrium m the raaiket in a eliort ]|>oribdj hecauHe 
odden ohanges in efficiency do not. occur ; ft largo cliango 
ah rcsult^oiily from, careful Iralning and the dovolopraent 
f ttie moral qualities, and thci.e processes como about 
lo^^ly and not suddenly. 

Another important oonaidoralion is the longtii of time 
oqmred to increase the .supply of labour through the 
yop-th of population. When the market-pnee of a com- 
dodity rises, producers set to trork to increase the supply *, 
ho time required for this process varies gieatly, from the 
©w days or weeks that n factory roquu'ca to produce 
nereased supplies of commodities like yam, to the period 
)£ some montlis inquired to sow and reap a laigor area 
if wheat, but in any case it is much shorter than the 
period required for children to ho bom and grow to tlio ago 
it wffich they can work ns labourers. Thus the supply of 
labour camiot bo affected rapWy by the growth of popula- 
tion On the other hand, it may bo affected in a vory 
short period by the decrease of population resulting from 
plague or some other epidemic. As a rule, hoivovcr, rapid 
changes in the number of labourers in a market result 
from migration rather than from changes in the birth- 
rate or death-rate. The subject of migration has been 
discussed m Chapter IX., and wo have seen tliat the 
process is becoming more and more important in India, 
though the obstacles are still very great , there are, how- 
ever, grounds for concluding that as time goes on the 
adjustment of the supply of labour will he affected more 
and more rapidly by means of migration, though the 
adjustment is never likely to he so rapid as is seen m the 
case of a commodity. 

We have not yet given a complete account of the special 
features that exist in regard to the supply of labour, and 
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the sul)3eot wdl rcqiuio the attention of students at a 
later stage ; but enough has perhaps been said to make 
it plain that the norldng of the labour-markets is by no 
moans so rapid as that of the markets for conimodities 4 
The demand for labour decreases as the rate of wages 
rises, and there is a tendency for the supply to increase 
m the same oircumstaiioes, so that the tendency to produce 
equihbrium exists — ^that is to say, the market-rate of 
wages tends to settle at the rate where the supply is equal 
to the demand , but the supply is, as we have seen, affected 
by various other causes, and so does not vary directly with' 
the wages offered, and, consequently, the adjustment is 
imperfect The result is that m an ordinary Indian market 
the rate, when once settled, is slow to change , employers 
get acoustomed to pa3nng a certam sum, and labourers 
get accustomed to w'ork for that sum, and the late is not 
affected at once by small changes m the demand or in the 
supply, so much so that a shght loiowlcdgo of the market 
m times when such changes are not large may lead to the 
hasty conclusion that demand and supply do not affect the 
rates at aU 

This conclusion would, however, be wTong, as is seen 
when the changes are large We Imow, as a matter of fact, 
that a widespread epidemic of fever w'lll raise ivagos for 
the time being, because the supply of labourers able to 
work IS largely reduced , the men are still present within 
the limits of the market, but they are not able to work, 
so their work is not on offer m the market A severe 
outbreak of cholera or plague may equally reduce the 
supply of labour, because many labourers run away , but 
the demand usually fails at the same time because many 
employers run away too, and, consequently, the effect on 
e rate of wrages cannot be foretold with the same degree 
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of ccrlaintyr The cflcct of a very bad harvest is usually 
to lower wages in towns, beoauso omplo5’'ers w’ho dexiend 
largely, on the harvests for their meotnes have httlo money 
to spend, and the high prices of food leave them less than 
usual to sjMjnd in other vra}'® ; and while the demand for 
labour falls, the supply rises because labourers who cannot 
find work in the villages come to look for work in the town. 
A large public work agam, such as the makmg of a railway 
or canal, ahvays tends to raise wages m the neighbourhood, 
because it requiies a voij' lai^e number of coobes, or, in 
other w*ords, increases the demand for labour. These 
examples are sulBcient to show that, as a matter of fact, 
the market rate of w'ages is affected m the same waj’- as 
the market price of commodities by obanges in supply and 
demand, provided that these changes are of considerable 
amount relatively to the size of the market. 

We find too that when temporary fluctuations occur, causes 
come into operation to brmg w^nges hack to the standard 
of the place and tune, just as market-pnees of commodities 
tend to reium to the normal level When w^ages rise, the 
demand for labour falls off and the supply tends to in- 
crease, while when wages fall the demand uses, and the 
supply is reduced, so that in either case the rate tends to 
return to the normal after each fluctuation Li the case 
of commodities, we found that the normal pnee at any 
time depends on what we call the Expenses of Production, 
because producers will not go on produomg for less than 
this amount, while if they receive more the amount produced 
will be mcreased until the price falls. Similarly, m the 
case of labour, the normal rate of wages at any tune is 
the amount that wall maintain the labourer and his family 
in the way of life to which he is accustomed If wages fall 
largely below this point for any length of time, then the 



308 AN INTRODUCTION TO ECONOl^IXCS 

supply of labour may be reduced by lubouroi'S deciding 
not to work, and 7)crbftps leaving the market and going 
to work elsGwliero , iibilc if wages lomani nuicb above this 
point, labourers who were hesitating mil dcoido to work, 
and poihaps men wall come to the market from clsowhoro, 
and so the sup]>ly will be inoxcaacd. Cliangoa such as these 
will not, how'over, take place rapidly in the eonditionfi 
which exist in India, and it is alwa3’S possible tliat, in- 
stead of such an adjustment, the labourer maj' change 
their customary way of life, that w that the normal rate of 
wages may change 

The w’ay of life to which labourers of any grade are 
accustomed is usaall3'^ spoken of as their Standard of 
Comfort It la easy to recognise the Standard of Comfort 
prevailing at any tune and place, and also to see that it 
vanes from time to time and from place to x>lacD We 
know by exporionco that most of the labourers in a par- 
ticular town, or in the villages of a district, li%o in houses 
of the samo kind , that they^ wear the same sort of clothes ; 
and that tho3' eat about the same amount of food of the 
samo kind But if w’e compare the labourers of Benares 
wuth those of Dellu, or the labourers in a Bihar distnet 
with those of a district m the Panjab, w'o see at once that 
the latter have a distmctly higher standard of comfort ; 
they eat a larger quantity of more nourishing food, they 
v/ear bettor clothes, and they have usually moio mone3’' 
to sjiend on small luxunos or amusements This Standard 
of Comfort, then, is a thing that really exists, and that w© 
can recognise, If bad tunes come, when there is httic 
woik tb bo had and labouiers are not ablo to cam as much 
as usual, they cannot, of course, maintain their standard 
of comfort , they must eat less, and have to put up with’ 
inferior food, and they must weai less clothing, and make 
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fticir old clothes last longer , but when the conditions of 
cniplojinent irapiovo, they return os soon as possible to 
thoit fomex way of living. 

But," as wo luvvo indicated above, tlio Standard of Com- 
dort may change, just as changes must bo expected in the 
expenses of production of a commodity. The habits and 
customs of tho peojile change slowly, but they do change, 
and the rote at uluch they change in India is increasing. 
A 'rise m wages may last long enough for tlio labourers 
to get accustomed to o bettor way of living, for instance, 
.to consuming wheat instead of tho coai-bor guims, and 
I'ohcn their Standard of Comfort has thus been altered 
they are not lilcoly to give up wheat as long as tlioy can 
get it. On the other hand, a fall in wages may last long 
enough for tlio labourers to get accustomed to a reduced 
amount of food, and then their Standard of Comfort will 
have been altered for the uorso. In tho next chapter we 
shall consider lurther this question of changes m tho 
Standard of Comfort and m the normal rate of wages. 



dlAPTEIi XLir 
GENIDIIAL WAGES {Contbmcd). 


We must now consider tlio subject of changes in the nomval 
rate of wages The normal rate in n market is dotennined 
at any time, as wo have scon, by the conditions of supply 
and demand in such a way that the labourers as a whole can 
just maintain their existhig standard of comfort ; but ihw 
standard of comfort is itself hablo to change, and in India . 
changes are Idmly to occur more rapidly m the futuro than , 
has' hitherto been the case Wo have seen in Chaptor 
XXXIX that the rates of wages in villages romoto from ' 
towns imght remam unchanged for a long time, because the 
customs of the people, winch make up the standard of 
comfort, might then be very slow to change ; what wo have 
described in that chapter the customary rate — the 
amount required to keep the labourers aUve and content — 
is m fact the normal rate m those conditions, and just 
enables the standard of comfort to bo mamtamed But 
our study of Consumption has shown us that the customs 
of Indian hfe are ohangmg more rapidly than was formerly 
the case, and these changes must affect the normal rate 
of wages. A more complete study of the conditions of 
normal equilibrium m a market is required before anything 
hke a complete account of the theoiy of changes in normal 
wages can be given , but the practical importence 6f the 
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subject is so great that we must attempt to indicate by 
examples tbe nature of the changes that may occur, and 
then ultimate effect on the economic condition of the 
country, ' 

In most parts of northern India at the present 
time,'' we see that the ordmary labourers have what wo 
must admit to be a very low standard of comfort they 
get enough food for existence, but they would be more 
efficient labourers if they could get more nourishing food, 
while their supply of clothing, and their house-accom- 
modation are generally insufficient for the proper mam- 
tenance of health. They can spend httle or nothmg on 
trainmg their children for work, and they cannot, as a 
rule, save up money to support themselves in sickness 
^or when they are too old to labour. Their wages are low, 
and their efficiency as workmen is also low. What will be 
the result on such labourers of a considerable nse m the 
wages which they earn ^ 

Writers who base their conclusions on the facts observed 
m Europe and America say that the answer to this question 
depends on the way m which the extra wages are spent, 
and they distmguish expenditure that leads to increased 
efficiency of labour from that which tends to reduce it 
Living m India, we have to consider another case which 
has not hitherto presented itself so clearly m the West, 
because we find that higher wages. may mean less tune 
spent m work. We will take these cases one by one 

In the first place we may suppose that when wages nse, 
the labourers hve and work as before, and spend their 
mcreased eammgs on some vice such as the consumption 
of intoxicating drugs Contmued indulgence m these will, 
as is well known, seriously reduce the efficiency of the 
labourers ; they will become physically weaker, and. 
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what IS more important, the moral qualities which (as we 
have seen in Chapter X.) affect efficiency so largol3^ will 
be gradually destroyed.' The rise in wages "ivill ilien be 
lost employers mil find that the worli of the deteriorated 
labourers is worth less to them than foinierly, and ivill 
offer less for it. But it is most unlikely that men who have 
formed the habit of usmg such drugs wiU give them iip' 
when their mcome is reduced ; they are much more lilccly 
to go on usmg drugs and reduce their expenditure m 
other ways This means that then* standard of comfort, 
which is also the standard of their wages, will fall ; this 
means further loss of efficiency, and this m turn means 
a further loss of wages , and so thmgs ivill go from bad 
to worse But this is not all As the standard of comfoit 
falls, the labouiors’ children will suffer more and more 
from insufficient food and clothmg , when the tune comes 
for them to work, they wiU be weaker, and therefore less 
efficient, than their fathers wore at the same age ; and if 
(as IS very hkely) they learn from their fathers the habit 
of using drugs, the progressive detenoration wiU go on 
tbioughout the second generation, and the final result will 
be a degraded and meffiment population, earning barely 
enough to keep themselves abve So far we have assumed 
that the population uoll not change materially m numbers 
If it mcreases, the progressive fall in wages will go on 
more rapidly, because there will be a larget number of 
mofficient labourers looking for work. If it decreases, the 
fall m V ages will be retarded because there will be fewer 
of them , but wages must contmue to fall so long as effici- 
ency continues to decrease 

This IS an extreme illustration • w© have chosen it so 
as to show as clearly as possible the result of a loss of 
etticiency amoi^ labourers. The cause of the loss of 
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efficiency is for ‘otu; present purpose inmiaterial ; the point 
is that when efficiency’ is reduced by any cahse, the reduo- 
’tioh is" likely tOi.b6 progressive, loss of efficiency means 
loss of ‘ wages, and lo‘ss of wages means further* loss of 
efficiency, -and the x^rocess of deterioration can be' stopped 
hnly by a change m* the habits (whatever they may be) 
that cause ,the -inefficiency 

' Now let us contrast with this the case of a labourer who 
spends his increased e§imiiigs m such a "w&y as to increase 
liis efficiency At hrst the extra money will go to improve 
the food and clothmg of the labourer and Iiis family , and 
better food and clothing will make him a more efficient 
labourer, and enable "him to secure a further increase in 
his income. Then he will be able to hve m a better house, 
to spend something on training his children, and perhaps 
save up' some money to support him m old age We may 
safely beheve that as his wages rise, he will — ^so long as he 
spends 'them wisely — become a better man in every way 
The children of such a man will start life with much greater 
‘advantages than their father enjoyed , better fed and better 
clothed, they will be stronger and healthier, and they will 
be tramed for work of a higher class than their father was ; 
while the moral qualities that make for efficiency will have - 
had the best chance of developing in a home governed 
by a man of this type In this case we have exactly the 
opposite result to that winch we Jiave just considered,, 
the improvement in position is hkely to he progressive, 
because each morease'in eammgs is so spent as to secure 
greater efficieney,' and each increase m efficiency is likely 
' to secure a further rise in w'ages 

^ In this ease 'too we, must allow for possible changes in 
, the numbers of the populaiaon -If the numbers fall, the 
process of improvement will be accelerated, because there 
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' ' will be fewer labourers looking for work, while if the numbers , 
nse il ^vlIl bo retarded. But we must remember tliat if 
(as w’o suppose) the labourers generally are improving them 
position and mcreasmg botli m thiift and m productive 
power, the children of some of them are likely to lise to 
the higher grades of labour, and wtU no longer compete for 
the employment which wo have desenbed as , general 
labour And wo must also allow for tlie fact that labouiors 
of to type are not likely to bring up a larger number of 
chil^en aan they can hope to provide with a favourable 
start m hfe the population will m this case be hmited 
by the pruebnee of its ednlt member, and the conditions 
to which MaJthus looked fonvard (vide Chanter VHt ) 
^ be to some entent reahsed m practice. In the case 
tten which we are considering, the mcreaeo in the number 

nL^°™ to ta «o graat as to prevent tSe- 

progressive mprovement resulting from a progressive 
mcrease m efficiency - progressive 

ot the labonrmg classes of northern 
todia as wo see them to-day. we might say that a nse in 

l^ed m™ ™ « the fa. 

on'tlL n^TtLT,'*’™* “ ? S'®**” efficiency- 

meat is hkelv to ton *^ 0 “ “ Ptogressivo improve- 

V “d tbere >a no 

of them siSald ™t en.Tau'tL*'"' *^o >>“lk , 

able hfe H the meZiZ “ ^ teqmiements of a reaaon- 

diture leaS t TZ 0^1"° “ 

deteiioration must ba o ^ciepy, then a progressive 

to^oacc^^i^rs^riy^^ But we have sM 
previous Book wo had to recognise the possibihty 
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ihat, 11/ the artisaJi-stoge ^ of ' produotioii,' the supply 
)f a conimodity would decrease as its price rose, because 
lihe artisans would do less work. - In the same way it is 
possible that the supply of labour wilHall off as- wages rise: 
rhis possibihty has Jiot usually received serious consider^ 
tion in most countiieSj but it has to bo reckoned with in 
India': it is a common complaint of employers that when 
they pay higher wages' their' men work on fewer days in 
the week, and there is undoubtedly a certam amount of 
truth m the complamt. Habits and customs, as we have 
seen, change slowly in India ; and it may well he the Case 
that labourers will not increase their eiqpenditure, but uill 
be content to go oU oaramg the samo income as before ; 
and if. they can earn it by four days’ work instead of six, 
they will only work for font days and spend the other da3rs 
in idleness. Let us suppose that labonrera generally 
adopt this attitndOi and let us also suppose that their 
total number does not vary greatly, and that their efficiency 
^ not afieoted by the fact that they spend a much larger 
portion of their time m idleness.*- The immediate result 
is that the supply of lahouc m reduced by one-third of its 
whole amount ; and if it were not for the facts whick are 
embodied m the Law of Demand, wages might' rise to an 
infinitely greater figure, because' each rise in wages would 
reduce the supply, and each reduction m the supply would 
result m a furtheiT nse m wages. But, as we Imow, em- 
ployee will hot pay more thamthe labour is worth to them ; 
if they find that raismg wages ' diminishes the supply of 

' 5s ..V •* ) 

1 Their efficiency to^m be, reduced if theliabit of working steadily 
while at work shotQd be, weakened by the change , th^ would then ' 
do less work than before even on, their working days It nught on 
the other hand bo increased if (which* is not likely) workmg every ‘ 
day puts an excessive strain on their muscles or on then? nervous 
.‘system, for then they yould do better work after each day of rest. 
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labour, they Mill not go on raiwig vagoi., but they will ' 
organise tben production so as to emiiloy as btllo labour 
as possible, and they will refrain from oxl ending tboir 
pioduotion or from nndoj lading new industries beoauso 
of tlie difficulty of getlmg sufficient labour at ivagcs wliieh 
tboy can afford to paj'. Thus tbc final result may bo tbat- 
the condition of tho labomers is unchanged , they maintain 
their standard of comfort, and neither advatico nor detorio- 
rato. But the production of wealth in the eounliy may bo 
seriously affected tho inadequacy of tho supply of 
labour, so that tho choice of loism'c (or idleness) on tho 
part of tho labourers will prevent not only their own 
progress but tho economic progicss of the country os a 
whole. 

We have now indicated three ways in which the position 
of tho labourmg classes may bo affected by a rise in the 
rate of wages. Human nature being what it is, it is not 
hkely tliat all tho labourers of any country wall behave 
in tho same way Some w-iU become more efficient, somo 
wall become loss efficient, and somo will not change ; so 
that tho tlireo tendencies will bo all at w'ork at tho same 
time Theie whl always bo somo labomers incrcasmg m 
efficiency and bringmg uji their children to bo better 
labourers than themselves , thcio whl be others deoreasing 
in efficiency and bunging up cluldien who will be worse 
worlsois than thoir fathers , and there will bo others again 
whose efficiency does not change and whose children will 
be neither better nor woiee And the same individuals 
will not alw^ays remain m the same class Men who havo 
failed to make a living as cultivatois or as artisans will 
become ordmary labourers, ivlulo ordmary labourers may 
become cultivators, or acquire sufficient skill to rise to 
a higher grade of employment The final lesult for the 
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various tsanses ihsvt nto at vcork, and ^tudruln Asii! find that 
thk quest K«n of the can^j^es affcciing tho rain of '.w^’«? 
ia even 'liioMi ouxupheated than the foregoing nwnmt 
would FuggDst. Bat beforo leaving tho subject a fovr 
Tford** must atiil bo *«isd regarding '1 ha influence flmt’fe 
oxeried by the chaT»ct«r <jf the bbourers* wive?. In mKs.4 
hoasebolds iho wife htkes a very bTge.|>art in regolntmg 
Uho'W'fty itt which iho inooaie^k' spent, and it very 
largely with her to determine wlicther iho eyjw'nclitare 
inahes tor incro.ishl , efficiency or tUo mv«T?to. ‘ And her 
influence' over the 'children, is probably of oven ^gn'atct 
importance in the. long run, bcoanso their moral charaelei 
, depends on their inolher’s training more (Jian on tiny othoi 
single cause. flSic future of iho n’orking blastres depi'nd* 
ihoreforo voiy largely on the chnmelcr of their wives ant 
mothers j and if. for a moment we look Ixiyond the limlb 
of our emcnce, and consider what stops 'can be taken b 
gi\e the working dieses tbo.besi chance of-improving thoi 
^ position, wo must recognise that tlio rc 5 >iilt nuiHk'bo sough 
' .by influencmg not so muoh the adult labourers themselve 
as the women who hdvo so lorge'a dmro in controlling tli 
exponditure.of tlicir wages, and in trainmn the next notim 
, ' tion of W'cnkers.' ' ' ' ' r ' ' ' s 
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CHAPTER XLIII. 

EARNINGS OE SPECIALISED OCCUPATIONS. 

We turn, now to consider tlic comings of oU those classes 
■who receive wages, or pay, or salaries, or fees, or whatever 
the earnings may he called, in return, for doing ■worls that 
requires a greater or less degree of specialised skill, as 
distinguished from the work that can he done by a general 
lahoutor. These classes are mtmorous ; there are engine- 
drivers and mechanics of various grades, workmen carrying 
out particular processes m factories, clerks, and officials 
of all ranlis, doctors and pleaders, engmeers and arolii- 
tects, and so on. The omoant of speciahsed skill required 
may vary greatly from class to class, hut m all cases a longer 
or shorter period of training is required to fit a youth for 
the particular occupation which ho is going to follow. 
In all those eases the prmciplcs hold good that the earnings 
are determmed hy the conditions of Demand and Supply, 
that at any time ■the cammgs of each class ■tend to ho equal 
to some normal rate, and that the normal rate of cammgs 
of each class alteis "with the progress made m the develop- 
ment of the country. There are, however, several points 
of importance which may have a marked effect on the 
Demand, or on the Supply, of men of a particular class, 
and may consequently affeot the cammgs of that class 

The market for employees of any particular class differs 
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in some respects from that for general labour. As we have 
seen in Chapter XI there is often a grcaiOT clogico of' 
mohihty among those olasaea' than is the case unth general 
labour,', so that in this sense the market is more extensivo : 
employers look for men with particular jguahfioations not 
'merely. in their own town but ah over India, or oven 
outside its limits, and a largo factory in northern India 
may ho fomid to employ men from many diffoi'cnt places — 
perhaps a few Europeans at the head of its dihcrent 
branches, Parsi mechanics, Bengali clerks, and so on 
But m another sense the market is more limited, bocauso 
the number of men wanted in any class, and also the number 
available in that class, is very much smaller than the 
number of general labourers. The market is thus more 
restricted, and bargaining is not so easily, done os in the 
case of ordmary commodities, or oven of general labourers j 
but, at the same time, the employers of many’^ of those 
classes make it their business to study very carefully the 
rates of earnings and the state of supply and demand, 
and they know very well the rate at which they can expect 
to get a man of any particular qualihoaiions. And, in the 
same way, the employees, especially in the higher grades, 
study closely the same facts, so that in practice the rates 
are settled almost entirely on a consideration of the number 
wanted and the number available m the particular class. 

The number wanted, or the Demand, depends partly 
on the natural resources of the country and partly on tho 
state of development ivlnch production has reached. The 


natural resources are important, because they decide tho 
type of industry that is earned on • thus there can bo no 
demand ,for cdal-mmers in^epuntnes where coal docs not 
exist But the, state of' development is also^ of great im- 
portance there, wiUi he ho ^demand for engine-drivers in 
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a couttlty where production lia^ hot got hoyond the artKan- 
stago, and where all m ork is done by hand ; and the de»a.nd 
Will increase as piodueers extend the use of tnaehincry. 
Thus as a countiy progicssos, the cloinand for men pos- 
sessed of special skill is Idicly to increase, and the demand , 
for general labourers is bkoly to become relatively loss 
important 

The Supply iii each class is htmted m particular by 
two causes One of those is the innucueo of caste. A 
particular kind of work which, under existing social con- 
ditions, can lie done only by the men of a shiglo castiO, 
may at any tune, through changes m tho organibalion 
of production, become very important, and a large demand 
may arise for worhmon who are able to do it But the 
supply is strictly limited by tho number of men in the 
caste, and if this is small relatively to tho demand, the 
conditions are such that the men may earn very liigh 
wages, and continue to cam them for a considerable time, 
Tho establishment of a largo leather mdustiy, for instance, 
means a greatly increased demand for workmen of tho 
caste 01 castes that wll handle different lauds of skins, 
and if such men are scarco, they may earn voiy lugh u ages ; 
but m timo it is probable tliat men of other castes, or of 
other religions, will hepome ivillmg to do the work, and 
then the increased supply of workmen will tend to brmg 
wages down from their abnormal level 
The second point is the need of special training before 
men can make a hvmg in one of these occupations Tho 
amount of such' tiaiuing, of course, diffei's very greatly 
in different occupations Tho son of an ordinary labourer 
can learn how to manage a sunplo oil-cngme in tho course 
of a very few months, wlule it takes ycain to tram a mechanic 

0 one ot tlio higher grades, or a professional man such as 

{ 
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a^pleader or an engineer. , In some oases adults can enter 

one of these occupations, but,"aS a rule/ the main source 
of Supply consists of those for whom the occupation or 
the prof ession has been chosen while they are 'quite young 
-The supply at any given time is not, therefore, determined 
merely by facts in existence at that time, but is very 
largely .the result of the decisions made by a large number 
of parents many years before. Students probably know 
from personal e:q)Bnence how much care and thought 
parents m the official and professional classes devote to 
choosing occupations for their sons , and as production 
becomes more highly organised the same question begins 
to trouble skilled workmen of all classes. Ih makmg the 
decision, parents look at many pomts besides the income 
thai may be expected to be earned , in fact, they do their 
best-to compare what we have spoken of as the Net Advan- 
tages of each of the occupations that appear to be within 
theif reach. Students are probably famihar with the 
comparisons drawn at such times between different branches 
of the pubhc service ; the rate of pay is, of course, im- 
portant, but the conditions of service m regard to pension 
and similar matters are also closely scrutinised ; the 
chances of rising to the highest grade, and securing one 
of the prizes of the service, are taken into account , and 
the social position is by no means neglected And when 
the organisation of production has developed, precisely 
similar questions have to be settled by engme-dnvers, 
or mechanics, or foremen in factories, or other skilled 
workmen , they have a choice of various occupations for 
their sons, and they compare the net advantages of each 
(and not merely the pay), and choose that of which the 
net advantages appear to them to be greatest 
The result of this process should be to equabse the net 
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advantages of occupations in the samo grade, because if 
parente oboose that occupation ivhich offci^ tho greatest 
not advantages, tho supply m that occupation .will bo' 
mcroased, and its earnings \ull consequently fall, while 
occupations which offer the smalJcst net advantages Mill 
0 0 oseu by few parents, the supply in them mU faH off, 
and the eaminga must consequently rise. This tendency 
does m fact exist, and ite results are important ; but the 

Sw is very rarely completely 

reaped chief reason for this fact is that parents are 
quite imable to forecast tho demand for men m different 

f tScX^ T ° emvloyeoB of 

a p^icular class, and may make tho skill of omplovces of' 

bfSr^oT 1"^ those thS c-no 

iXch ospeoially Indian parents, bok very 

competition for oXstobSd W 

IS exceedingly keen and thfltj occupations 

lowered, while ifc in ©aniings in them is 

qualified Wo^ I ITT 
recent establish, S^tf P^ff^^^ons of more 

tively bgh Whilfi ’ eammgs in these are rela- 

net advantages exists to equalise 

sopply, and the difficifftv of*X° ^®ff"ired to adjust the 

e^act equalisation ahn^^mipoSrXnf 
some professions and oennX! ’ and at any moment 
their eamings depressed ®v®rcrowded and 

inadequate and the eammwo ®apply in others is 

AfewexampirwST^^® - 

what h^ on ^ 

oo this pomt Rrst, let us look 
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nt the cfsf^ts of clorlra able to copy English wnimg. When 
the Enclu>!i aclministTalion was cslabiishcd in India, the 
proportion of iho population that could read and wite 
%vas much sintdler than it is now, and naturally scarcely 
anyone know lilnglish, bocanso tho language in official use 
had hitherto hoeu mainly Persian. When then a demand 
arose for Engli’^h copjnsts, very few could at first bo found, 
and those who existed were able to cam largo salaries 
But parents voiy soon recognised that in tho now condi- 
tions a Lnowlodgo of English would ho an important 
qualification, for an official career , and as more and more 
hoys were taught English, tho supply of men able to copy 
English increa'sed rapidly, and tho salary offered for such 
work fell, imiil now' a man who can merely copy cams no 
more than many domestic servants In tho same way 
w’hen tyiiewrilcrs wore first introduced there were few 
clerks who Icuoav how to uso them, and people who Aranted 
their work typewritten paid considerably more for this 
than if it hod been copied by hand. Typewriting, hoAvovei, 
18 an occupation in Avliich tho supply can be increased 
very quiokl3% because a copyist can learn tho art in a 
month or so, and consequently tho deficiency in supply 
was rapidly made good, and now’ tjpists cannot cam much 
more than copyists ; if they Avant to mcroaso their mcomo 
they have to acquire the much more difficult art of wntmg 
shorthand. 

Again, wo may take tho case of drivers of motor-cars 
It is only a few’ years since motor-cars Avero introduced into 
India, and naturally there Avore no trained driveis in the 
country, because parents could not have foreseen some 
years before that the occupation was gomg to como mto 
existence, nor if they had foreseen it could they have 
found anyone in India qualified to tram their sons Tho 
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first ownors of motor-cars had therefore to engage Eitrpj)eL„ 
drivers on. very high salaries. But it does not take .very 
lor^ to tram a mechanio to be a competent driver, and 
very soon Indian mechanics began to be trained because 
they saw they could earn much more as drivers tbA.T) as 
mechames, though they could not get such large salaries 
as the European drivers. At first they had difficulty in 
gettmg the necessary training, but m a short tune trainmg 
classes were estabhshed m various parts of India, and now 
thesupply of drivers is about keeping pace with the demand* 
that is to say, drivers earn incomes that make the net 
advantages of their employment roughly equal to those 

of other employments which the same class of men could 
undertake 


Agam, let us consider the profession of the pleader or 
advocate. This profession cannot be said to havo existed 
before the estabhshment of regular courts of law, which 
WM earned out graduaUy by the British administration; 

bv followed 

to ^^ained m the law, find able 

to pr^ent their chents cases m the most favourable Hght.' 

f T ^ and m the early day^ 

the leadem of the piofession were mostly Engieh 

then own country. These leaders made veiy large meoLl 

soon becai^ app^ent profession, 

hand laree o^ded m the country, -on the other 

Star advantage of a«ee 

At the PM “dtTi,, *” Pt»*aMon, 

to tae demand °* ploadora is at least equal 

aand. The ablest men can st.ll earn very' large 
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iacoines/but many pleaders earn rery little; and if it 
were possible to work ont the average income of all the 
pleaders in a city whore they are mimerons, the average 
wohld probably be lower than the average earnings of other 
professions of tho same rank. The difference is accounted 
for in pait by the other advantages of the profession, 
but taldng all the advantages (includmg tho mcome) 
into account, it is still probable that pleaders aio on the 
average worse off than men of other professions ; that is 
bo say, the present supply is excessive, and the excess is 
due to tho fact that 'for many years parents have over- 
sstimated the advantages of the pleader’s position. 

These examples vnll help students to understand that the 
adjustment of the supply m these occupations and pro- 
fessions is by no means perfect . causes are at wort tendmg 
to adjust the supply in such a way that the various oocupa- 
bions or professions in the same grade offer eq[ual net 
advantages, but these causes, from their very nature, 
work very slowly, and changes in industrial organisation 
(which may occur with relative rapidity) may entaely 
apset the adjustment. It follows that any particular 
accupation or profession may for a considerable period 
remam ovor-supphed, or under-supphed, and that its 
samings may be less or more than the amount that would 
result if the supply could be adjusted more rapidly. 

"Another consequence of the slowness of adjustment is 
bhe risk of men bemg unable to earn a hving m the occupa- 
bion or profession which they have chosen. This occurs 
when the demand falls off m an occupation which is already 
Eully supplied with workers ; the fall in demand may he 
iue to changes in the organisation of production, to new 
aisooveries that make the old ways obsolete, or merely 
bo some change m^ consumption, but the effect m any case 
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is that men who are skiUed in some particular occupation 
are no longer able to find employment in it : ^they must 
cither learn a new occupation oi work as general labourers. 
A simple example may be found m the present position 
0 the water-carner (Wns/ifo) caste m the cities of northern 
a arge numbers of these men were formerly employed 

wk <rf Mi^mmadans a,nd Ctatwns. but wbm a rogular 

tirni ^ ^ introduced, the water-carrier’s ocoupa- - 

IZT. of ^ 1^0 domestic 

are watere^f house-connections, and the streets 

earners ^ proportion of the water- 

earners was thus throivn out of work T1ift more 

«tev h ^ ““''“i* occupation m which 

employmeul iTaie^i'* “ 
aUowedformevervRTipn 1 ^ ^ ^ 

tahou of oocupahoJ“j“3*‘“= as the rpecaji- ' 
be expected to morpn«7, ’ “oemployment must also 

mdustnal condition of MT^^Tot 
ovii. aud lie s«. 


CHAPTER XLIV. 


EARmNGS OF MANAGEIMENT. " 

Wb now come to the last of the claimants for a share in 
the wealth that is produced, this is the Producer him> 
self, the man who organises and manages production. We 
have already seen that, as a matter of fact, the producer 
usually contributes some other factor of production m 
addition to his organised work the cultivator and artisan 
supply both capital and labour, while m the factory-stage 
of production the employer usually provides a portion 
at least of the capital , and we have to be careful to dis- 
'tinguish the eammgs of management from the share due 
to these other factors 

If, however, we allow for the separation of these items, 
we see that the producer pays out of his produce the 
shares of land, capital, and labour, which are determmed 
on the hnes indicated m the precedmg chapters of this 
Book, and keeps what is left for himself. His object is 
two-fold , ho wants to produce at j>he least possible eicpense, 
^d_he w^te to sell ,at,the_highest possible price if he 
succeeds m these objects, he has an adequate share left for 
himself after paying the expenses, while if he fails, he has 
nothing left, or has even lost part of the capital employed. 
But no ordmary man will undertake a productive enter- 
prise he expects to make an mcome from it, and all 
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ordinal y mon will give up sucli an cnterpnso if ^ they find 
that in fact they arc not maldng an income, or are making 
a smaller incomo than they could secure in other occupa- 
tions, and we must therefore regard organisation or . 
management as an occupation to be compared with other 
occupations which a man can undertake. If wo ask why 
a man chooses to start lus son in hfc as a producer rather 
than as a pleader or an ongmeer, we must answ or that ho 
regards the net advantages of the one occupation as greafor 
than those of the other; he hopes that his son will be 
bettor off as a producer than as a pleader, that is to say, 
that his whole position (and not merely his income) will 
be better m the foimor caAo than in the latter. Wo thus 
see that the supply of producers must bo determined on 
the conditions which we have already seen to bo applicable 
m the case of other ocouiiations requiring specialised skill 
Let us look a little closer at a few of the conditions which 
affect this occupation Tho training icqmred has to be 
obtained in somewhat different ways fiom those which 
will equip a man for a profession It is true that much 
that 18 of value can be learnt at a University or at a 
Technical Institute In the latter a youth can leam the 
sciences that underhe the methods of production, and their 
application to those methods , if, for instance, he wants 
to undertake the production of sugar, he will have to 
study the chermstiy and physios of the subject, and leam 
how the machinery of a sugar-factory is designed to allow 
'■ tho necessary chemical and physical changes to take place, 
and to prevent tho occurrence of undesirable changes ; 
and m most branches of production he will find that he 
needs some knowledge at least of mechames, as well as of 
the chemistry of the materials used This, however, is 
only one branch of his training he has also to leam the 
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coiamerpial aide, Pf his business, Iiow to buj^ cheap, and 
hoAV to^scll dear ; and he has to acquire the very difficult 
•art'^of managing the labourers and M'orlunen employed 
,so as to get the best work at the lowest cost. He needs, 
that is to say, not merely a knowledge of chemistry and 
mechanics, but also a knowledge of human nature as it 
is found among merchants, worlonen and labourers ; 
such Imowledgo can bo acquired only by experience, but 
the 'best foundation for it is laid in tlie course of a good 
general education, such as the schools and universities 
aim at supplying. To these qualifications must be added 
the practical exiiorience of pioduotion * a student of law 
requires to spend a good deal of time in the comts, seeing 
how legal business is actually conducted, before he is in 
a position to conduct such business himself a medical 
student has to spend a long tune m a hospital seeing cases 
treated and operations performed before he is qualified to 
start practice for himself ; and m just the same way a 
man w'ho wishes to undertake the management of a factory 
must get practical experience of how a factory is managed *' 
The troming for this occupation is consequently lengthy, 
and it is often very dijBficult to arrange for the practical 
experience that is required, while, in addition, the youth 
may have to be provided with a considerable amount of 
capital to enable him to start a factory, or (what is usually 
more practicable) to buy a share m an existmg concern, 
and leam his work by workmg with partners of greater 
experience Again, the social position of a producer in 
India is still inferior as compared with that of a landholder 
or a professional man • there are signs of a gradual change 
in this respect, but even now comparatively few parents 
among the educated classes think of this occupation for 
their sons, and most of them confine their attention to 
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government service or to such professions as the laiv or* 
education'. It follows that the races mhahiting northern 
India do not as yet furnish a largo supply of men com- 
petent to organise production on a largo scale, and most of 
the producera are drawTi either from the families already 
ojtigflgcd in similar vork, or from men of other races, such 
as Europeans or Parsis, in whoso eyes the disadvantages 
which have been enumerated count for loss. It is obvious 
then that the earnmgs must for the prc.sont be high in 
order to attract an adequate supply of men m the condi- 
tions which have been described. 


It IS possible to recognise the demand for men of this 
tand m a countiy where production on a largo scale has 
developed extensively, and in such cases w'o can see that 
the general Law of Demand apphes But tho develop- 
ment of mdustry m northern India has not yet reached a 
stage where we can recognise tho existence of an omploy- 
ment-market for such men , tho numbers demanded, and 
for mdustry are still too small 

SusS r T"* ‘Advanced in 

large numberr^^^ nianagement are determined when 
of emnlovmfinf^ men are lookmg for a chance. 

cLrf t?! nien possessmg 

W?mav how " it them 

be fulffled beS what conditions will have to 

established m India ^ ®n^Pioymont-market can be 

simple because it cfn b^dSL tv “ ®<^niparatively 

of a few enhahf! government or by the 

^ ®ni^glitenod mdividuals, and mdeed con- 
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siderabl© progiess has been made m this direction in the 
last few years There are of course great difiSculties m the 
organisation of such institutions, but these difficulties are 
smaE- compared mth the other conditions that have to be 
realised ,One of these is a change m the attitude of the 
educated clashes of- Indian society they must recognise 
that the, greatest evil affecting India is the small amount 
of wealth produced, compared with the number of people 
who, have to be supported^ that moreased production 
requires organisation more than anythmg else , and that 
the occupation of the producer is not less respectable, and 
not less desirable, than the occupations which at present 
command a social preference. A, second condition is a 
change m the attitude of the people as regards the employ- 
ment of wealth as capital , the wealth that is lymg idle 
has to be brought into use, and savmgs have to be employed 
as they accrue A third condition is a gradual development 
in the efficiency of labour , the workers m all grades have 
to learn' how to make the best use of the money which they 
earn, and to recogmse the need for mcreased teohmcal sloll 
and for more careful trainmg of their children Some shght 
progress has aheady been made towards the realisation of 
these changes m the attitude of the people ; and as the 
changes progress, the number of producers is likely to 
mcrease, the capital that they require for their work will 
become available, and then the factors of production 
existmg in the country wiU be more effectively used, and 
the supply of wealth yielded by them will be increased. 



CUAFIEE XLV. 

SUMMARY. THE NATIONAL INCOME. 

We have now examined the way in which the wmnnora- 
tion of the various factors of production is determined. 
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importance is notdimhihhotl by tbc tUfficuUy of o&certaining 
it* One of the nwfis of Intiia at the present timo 

is <ho Airthor tlovolopmcnt of fho market go ibat pro- 
clnocrs of all cla^ssesi maj bo ahle to obtain Uio capital they 
require on rt'o«?nablci terms ; and as this development 
X»Tococds, the thoory of interest worked out by eoonoraists 
will become mor© mid more closolj' applie.able to tho facts 
of ordinary Ihdinn life. 

In the oaj^ tjf rent also wo Imve seen that tho conditions 
of supply and demand dotormme the rate paid, bat that 
the rate varies -with tho fertility of tho land. In all countries 
a' stage must bo exjicclcd to arrive when tho demand for 
ferlilo land exceeds tho supply ; imd when this stage has 
been reached, it becomes pos^blo for the landholder to 
claim ns rent the ontiro produce of tho soil after deducting 
the necessary expenses of its cultivation. In conditions 
such as prevail in most of northern India, the effect of 
enforcing tliis claim may bo to leave the cultivator ivithout 
adequate incentive to maintain tho fertility of his land , 
and in those conditions the Slate commonly intervenes in 
tlio interest of tho nnlionnl income, and limits the amount of 
the landholder’s claim so as to ensure that tho cultivator 
shall have the incontivo vluoh is required 

Tnmmg next to wages and earmngs, wo have traced the 
influence of tho demand and supply of workers in the various 
grades. Wo have seen that tho demand for labour resembles 
generally the demand for commodities, but that tho supply 
is affected by vanous considerations arising mainly from 
the facts that tho worlcer cannot be separated from his work, 
and that ho is a human being with tastes and prejudices of 
liis own. Tho market rate of wages is consequently not 
affected so easily as the market price of a commodity by 
small change in the supply and demand , but the visible 
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effects of laigor changes show that the maikot rate does in 
fact depend on these forces The strindaid of wages at any 
given time is sot by the standard of comfort of tho wage- 
earners, and m no case can a body of workers continno to 
receive more thart their w ork i** ivorth. Further study of 
the changes in the standard rate of wages must consc(juontly ’ 
be dneoted mainly towards the causes that affect the' 
efficiency of labour, and to the relation that exists between 
the labourer’s -way of living and tho quality of his work. 

Lastly wo have seen that tho conditions affecting the 
work of the producer are similar to those affecting salaried 
employments requiring particular forms of skill , but that 
production in India has not yet been organised to tlio point 
where a theory of the earnmgs of management can be based 
on the facts of Indian life. 

These conclusions cany us some way in our study But 
m an oxammation conducted in this w ay it is easy to over- 
look tho mutual influences of changes in the remuneration 
of different factors , ivo do not reahsc sufficiently < how - 
changes in the wages of some classes may affect the wages ' 
of others, or how changes in lent or interest may affect the 
whole commumty, and not merely the classes who pay or 
the classes who receive Before leaving the subject, there- 
fore, let us try and view the problem of distnbniion in its 
broadest possible aspect 

We may regard the whole nation as a smgle community 
engaged in producing w ealth , and w'e may regard the whole 
of the wealth produced as the National Income, by tho 
consumption of W'hicb the nation bves All the working 
members of the nation, from the labourer worldng in the 
field to the owner of a large factory, assist m producing this 
income , all of them are supported out of it, but they do 
no consume it all Some of the mcome bos to be applied 
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in replacing tlio capital used up in ite production ; while m 
all nations a portion of it is employed in the support of 
the unproductive classes of the population. The first and 
obvious interest of the nation as a whole is that the National 
Income should he as large as possible To secure this object, 
each of the factors of production must be used m the moat 
effective manner possible . the land must be so cultivated 
as to yield the largest produce consistent with the mamten- 
ance of its fertility ; the men who work, whether wth their 
hands or with their brains, must be efficient m the widest 
sense of the word ; and the accumulated wealth must be 
so used as to give the greatest possible assistance to the 
workers The nation as a -whole is interested in seeing 
that these conditions are fulfilled, and it sets aside a share ^ 
of the national income m order that the government (which 
represents it) may deal with those questions which require 
the common action of the people The other questions it 
leaves to be dealt with according to the judgment of mdi- 
-viduals , but as wo have seen each mdi-vidual does not decide 
all these questions consciously for himself, but is gmded m 
many of them by the custom which eiqiresses the general 
view of at least a portion of the nation Thus, the action of 
the mdividual may be determmed m one of three ways , by 
law, by custom, or by his own judgment To take an 
instance, the government is charged ivith seeing -that every 
individual enjoys his own property, and endeavours to 
secure this by punishmg thieves and cheats, and by com- 

1 Thig share may be pro-vided m the form of taxation, as, for 
instance, when the government takes as income-tax five pies out 
of every rupee that a man receives It may also be promded by 
settmg aside some particular factors of production to be managed 
by the government thus, m India, the government manages very 
large areas of forests, and also the water-supply furnished by the 
larger rivers 
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polbng them to restore to ite o^vner any property whioh 
they have wrongfully taken, the manner in which the 
individual enjoys Ins projicity is on the other hand 
determined very largely hy oustom ; while ho ’uses his 
own judgment in acquinng property oi in parting with it. 

We have assumed throughout our study that a govern- 
ment exists winch secures to each individual his freedom to 
use Ins own judgment, and the onjojincnt of Ins share of the 
national wealth. On this assumption, we find that the 
extent of the National Income depends in the long run 
mamly on the character of the indhnduah who make up the 
nation for this character deteimincs not only the nature 
of their decisions, m coses where thoj' use their judgment, 
but also the nature of the customs to which they conform. 
If a notion is to enjoy a largo and inereasing National Income, 
the mdividuals who compose it must bo hard-working, 
mtolhgenl and thrifty Hard work (whether the work is^ 
done hy the hand or hy the brom) is os w'O have seen the 
first condition of efficiency m production. Intelligence 
IS necessary to secure the proper organisation of production, 
and Its adaptation to changing circumstances Thrift 
implies a clear realisation of the needs of the future and a 
stea y effort to provide for thorn , the w ord thus covers the, 
proper regulation of consumptiou so as to secure officionev, 
e avoidance of waste, the accumulation of a store of wrealth 

training of each new 

gOMuton to 1,0 more oftciont than ite parents 

“I "“oomo may bo ooiricd 
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to x&Ty w-illi cfiicieno5% tUo most officiont man and tlio most 
ofiicicnt ck-^s geltmg tlie laigest share. But tho individual 
and tho class are dependent on the rest of the nation, because 
tho amount of their share depends on the amount of tho 
National Income ; and the inelHoiont who dnmuTsh this, 
dimmish not only their oivn sharo hut the shares of all other 
classes. When labour is inefficient there is less mcome to 
divide, and it is not only the inefficient labouiers who suffer 
but also tho efficient men whoso work and whose capital 
would yield them a larger share if labour played its part. 
In tho same waj’’ the uiefficiont orgamsation of production 
means not onl}' a smaller income for the mefficiont producers 
but also a reduced National Income, and consequently a 
reduction in tbo shares of capital and labour. 

Tho main economic advantage of the system of Bidustnal 
Ereedom is then that it offers a reward for efficiency m the 
shape of a larger share of the National Income, and thus 
provides an incoulive to mdividuals to moreaso their effici- 
ency. IP this incentive were felt by all the mdividuals with 
sufficient intensity, then every individual m the nation 
would woik his hardest to attam the greatest possible 
efficiency, and the National Income would be raised to the 
highest possible amount. We know by espenence that the 
incentive is sufficient in the case of a large number of 
individuals, and we know that with a large number it fails, 
because wo can see every day some mdividuals worlcmg 
with enthe efficiency, and others workmg very inefficiently 
or not working at all. The success of Industnal ITreedom 
depends, therefore, on the extent to which the reward of 
efficiency is an adequate mcentivo 

The main economic drawback of the system is that the 
inefficiency of some classes of the people will reduce the 
National Income as a whole, and that thus the efficient 

Y 
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suffer because others are meJSoient. The extent of this evil 
IS also a question of degree if the great majority of the ' 
nation is ciHcient, the loss caused by tlie inefficient minority 
will not be of great importance, ■while the efforts of an* 
efficient mmonty may be -v^ery inadequately rewarded if 
the bulk of the nation is inefficient 
The system of Industrial !Freedom does not, therefore,', 
offer anything approachmg to a certamty either that the 
National Income will be mamtamed at the highest possible 
level, or that the reward offered to efficiency will be an 
adequate mcenti've And people who feel these drawbacks 
strongly frequently urge that the system should be changed 
and that the nation as a whole, acting through ite govern- 
ment, should so regulate the production, or the consumption, 
or the distnbution of wealth, or aU of these, as to secure ' 
these objects more effectively Proposals of these lands 
may be described in general terms as Communism or 
Socialism, and students will have to study them at a later/ 
stage ^ey are supported by vanous arguments that lie , 
outside the scope of our science, but in exammmg them from 
he economi^tandpomt the mam questions to be home m 
^n are Will they lead to an increase m the Na'faonal 
effia^y fiunish a greater mcentive to 

has m one moat important leapeot been dmiaited 

1 . rent, and wo have seen that the 
an incentiveirsecmeS^^ restnction is the need, for 
smaller matted ^ cultivator In 

interfered ^vlth government has already ^ 

which in 

cases restncts the hours of labour in factones or 
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jmjwscii concliiions regarding the employment of women 
and children ; and students Will probably find that as 
lime goes on an mowasing proportion of the moasores 
put fonvard Uj’^siaiesmon and xiohfcioiaus will involve mter- 
fereuco Avith Industrial Freedom Such measures will be 
, supported and opposed on many grounds, but thoir econo- 
mic effecl mil alunys bo a question of importance; and 
one of the ohief advantages of tho study of Economics is 
to ensure a duo appreciation of tho economic aspect of all 
^pioposals which uould affect the nation m the busmess 
.of its daily life. 
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